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ABOUT THIS PROSPECTUS SUPPLEMENT;
PRICING SUPPLEMENTS

We may use this prospectus supplement, together with the attached prospectus and an attached
pricing supplement, to offer our medium-term notes from time to time. The total initial public offering
price of medium-term notes that may be offered by use of this prospectus supplement is $600,000,000.
That amount will be reduced by the amount of any other securities issued under our shelf registration
statements (File No. 333-101800).

This prospectus supplement sets forth terms of the medium-term notes that we may offer. It
supplements the description of the debt securitics contained in the attached prospectus. If information in
this prospectus supplement is inconsistent with the prospectus, this prospectus supplement will apply and
will supersede that information in the prospectus. Capitalized terms used but not defined in this
prospectus supplement have the meanings given to those terms in the prospectus.

Each time we issue medium-term notes, we will attach a pricing supplement to this prospectus
supplement. The pricing supplement will contain the specific deseription of the medium-term notes being
offered and the terms of the offering. The pricing supplement may also add, update or change information
in this prospectus supplement or the attached prospectus. Any information in the pricing supplement,
including any changes in the method of calculating interest on any medium-term notes, that is inconsistent
with this prospectus supplement will apply and will supersede that information in this prospectus
supplement.

It is important for you to read and consider all information contained in this prospectus supplement
and the attached prospectus and pricing supplement in making your investment decision. You should also
read and consider the information in the documents we have referred you to in "Where You Can Find
More Information” on page | of the attached prospectus.

RISK FACTORS

Emportant risks associated with an investment in the medium-term notes are described in “Risk
Factors” beginning on page 5 of the attached prospectus. We encourage you to review these risk factors
before making an investment in the medium-term notes,

DESCRIPTION OF MEDIUM-TERM NOTES

General Information

We will issue the medium-term notes under an indenture between us and The Bank of New York, as
trustee. The terms of the indenture are described in *Description of Debt Securities” beginning on page 9
of the attached prospectus, and we have filed the indenture with the Securities and Exchange Commission
as an exhibit to our registration statement File No. 333-59760. We may issue other debt securities, in
addition to the medium-term notes, under the indenture. The terms applicable to a particular issue of
medium-term notes will be set forth in a supplemental indenture. Unless otherwise specified in the
applicable pricing supplement, the medium-term notes will have the terms set forth in the indenture and
described in this prospectus supplement and the attached prospectus.

We do not have to issue all of the medium-term notes at the same time, and the medium-term notes
may vary as to interest rate, maturity and other provisions. We will offer the medium-term notes in
varying maturities from nine months to 30 years. If stated in the applicable pricing supplement, the
medium-term notes may be redeemed prior to maturity at our option or repaid prior to maturity at the
option of the holders.

We may from time to time, without the consent of the then existing holders of the medium-term notes
of the relevant series, create and issue further medium-term notes of that series having the same terms and
conditions as the then cutstanding medium-term notes of that series in all respects, except for the original
issue date and issue price. Additional medium-term notes issued in this manner will be consclidated with,
and form a single series with, the previously outstanding medium-term notes of the relevant series.
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Each medium-term note will bear interest at a fixed rate, which may be zero in the case of a zero
coupon medium-term note, or at a floating rate determined by reference to the commercial paper rate,
LIBCR, the prime rate or the treasury rate, or such other interest rate formula described in the applicable
pricing supplement, as adjusted by a spread and/or spread multiplier, if any, applicable to such
medium-term note, The interest rate basis for an issue of medium-term notes, and any spread and/or
spread multiplier, will be described in the applicable pricing supplement.

The medium-term notes will be cur senior unsecured debt and will be of equal rank with all of our
other senior unsecured debt. The indenture does not contain any provisions that limit our ability to incur
additional debt or create liens on our property. Any additions to, deleticns from or other modifications
of the covenants and events of default sel forth in the indenturc that are applicable to an issue of
medium-term notes, including the addition of covenants that limit our ability to incur debt or create iiens
on our property, will be included in the applicable supplemental indenture and described in the applicable
pricing supplement.

The medium-term notes will rank junior to the first mortgage bonds that were issued under {1) the
Indenture of Mortgage and Deed of Trust, dated as of March 1, 1947, from Iowa-1llinois Gas and Electric
Company {one of our predecessors) to Harris Trust and Savings Bank and Lynn Lloyd (C. Potter,
successor individual trustee), as trustees, and indentures supplemental thereto, or (2 the (General
Morigage Indenture and Deed of Trust, dated as of January 1, 1993, between Midwest Power Systems Inc.
{one of our predecessors) and Morgan Guaranty Trust Company ol New York (Harris Trust and Savings
Bank, successor trustee), and indentures supplemental thereto. We have filed these indentures as exhibits
to our Annual Report on Form 10-K, as amended, for the fiscal year ended December 31, 2001, which is
incorporated by reference in the attached prospectus. The indenture does not contain any provisions that
limit our ability to issue additional first mortgage bonds. Any such provisions that are applicable to an
issue of medium-term notes will be included in the applicable supplemental indenture and described in
the applicable pricing supplement.

The medium-term notes will be issued in global form as book-entry notes or in definitive form as
certificated notes, as specified in the applicable pricing supplement. Unless otherwise specified in the
applicable pricing supplement, (1) the medium-term notes will be issued in denominations of $1,000 and
integral multiples of $1,000 and (2} the medium-term notes will be denominated in United States dollars
and payments of principal of and premium (if any} and interest on the medinm-term notes will be made
in United States dollars.

We may discharge our obligations under the indenture, or be released from our obligations with
respect to certain covenants under the indenture, relating to the medium-term notes or any series of
medium-term notes by depositing with the trustee under the indenture sufficient funds or government
securities to pay the medium-term notes when due, in each case as described in the indenture. As a
condition to the foregoing, we must deliver to the trusiee an opinion of counsel that the holders of the
medium-term notes will not recognize income, gain or loss for Federal income tax purposes as a result of
such action.

The pricing supplement relating to an issue of medium-term notes will describe, among other things,
the following items:

* the principal amount of medium-term notes being offered;

* the price (expressed as a percentage of the apgregate principal amount of the notes) at which the
medium-term notes will be issued;

s the date on which the medium-term notes will be issued;

¢ the date on which the medium-term notcs will mature, and whether the stated maturity may be
extended by us and, if so, the extension periods and final maturity date applicable to the notes;

» whether the medium term notes are fixed rate notes or floating rate notes;

e if the medium-term notes are fixed rate notes, (1) the rate per annum at which the notes will bear
interest (if any), (2) the interest payvment date or dates, if different from those described below and
(3) whether we may change the interest rate prior to the stated maturity of the notes;
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e if the medium-term notes are floating rate notes, (1) the initial interest rate, (2) the interest rate
basis, (3) the interest reset dates, (4) the interest payment dates, (5) the index maturity, (6) the
spread and/or spread multiplier (if any), (7) the maximum and minimum interest rates (if any),
(8) any other terms relating to the particular method of calculating the interest rate for the notes
and (9) whether we can change the spread and/or spread muitiplier prior to the stated maturity of
the notes;

¢ whether the medivm-term notes are original issue discount notes and, if so, the vield to maturity;

¢ whether the medium-term notes are amortizing notes and, if so, the basis or formula for the
amortization of principal and/or interest and the payment dates for periodic principal payments:

* the record dale or dales for determining the person entitled to reccive payments of interest,
principal and premium (if any), if other than as described below:;

e whether the medium-term notes may be redeemed at our option, or repaid at the option of the
holders, prior to the stated maturity of the notes and, if so, the provisions relating to such
redemption or repayment;

® any sinkimg fund or other mandatory redemption provisions applicable to the medium-term notes;

* whether the medium-term notes will be issued initially as book-entry notes or certificated notes;
and

¢ any other terms of the medium-term notes that are in addition to or different from the terms set
forth in the indenture and the lerms described in this prospectus supplement and the attached
prospectus.

As used in this prospectus supplement, business day means, unless otherwise specificd in the
applicable pricing supplement, any Monday, Tucsday, Wednesday, Thursday or Friday that in The City of
New York is not a day on which banking institutions are authorized or obligated by law, regulation or
executive order to close and, with respect to LIBOR notes {as described below), is also a London business
day. As used herein, London business day means any date on which dealings in deposits in United States
dollars are transacted in the London interbank market.

Interest and Interest Rates

Each medium-term note (other than a zero coupon note) will bear interest from and including its
original issue date, or from and including the most recent interest payment date to which interest on such
note has been paid or duly provided for, at a fixed rate per annum or al a rate per annum determined
pursuant to an interest rate basis set forth in the note and in the applicable pricing supplement that may
be adjusted by a spread and/or spread multiplier, until maturity and the principal thereof is paid or made
available for payment. Unless otherwise specified in the applicable pricing supplement, inlerest will be
payable on each interest payment date and at maturity. “Maturity” means the date on which the principal
of a medium-term note or an installment of principal becomes due and payable in accordance with its
terms and the terms of the indenture, whether at stated maturity, upon acceleration, redemption or
repayment. or otherwise. Interest (other than defaulted interest which may be paid to the holder on a
special record date) will be payable to the holder at the close of business on the record date next
preceding an interest payment date. However, the first payment of interest on any note originally issued
between a record date and the next interest payment date will be made on the interest payment date
following the next succeeding record date to the holder on such next succeeding record date and interest
payable on the maturity date, including, if applicable, upon redemption, will be payable to the person to
whom principal is payable,

Interest rates, interest rate formulae and other variable terms of the medium-term notes are subject
to change by us from time to time, but no such change will affect any medium-term note already issued
or as to which an offer to purchase has been accepted by us. Unless otherwise specified in the applicable
pricing supplement, the interest payment dates and record dates for fixed rate medjum-term notes will be
as described below under “Fixed Rate Notes.” The interest payment dates for floating rate medium-term
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notes will be as specified in the applicable pricing supplement, and unless otherwise specified in the
applicable pricing supplement, each record date for a floating rate medium-term note will be the 15" day
{whether or not a business day) preceding each interest payment date.

Each medium-term note (other than a zero coupon note) will bear interest at either (1) a fixed rate
or (2} a floating rate determined by reference to an interest rate basis which may be adjusted by a spread
and/or spread multiplier, provided that the interest rate in effect for the ten days immediately prior to the
stated maturity of the note will be the interest rate in effect on the tenth day preceding such stated
maturity. Any floating rate note may also have either or both of the following: (a} a maximum interest
rate, or ceiling, on the rate of interest which may accrue during any interest period, and (b) a minimum
intercst rate, or floor, on the rate of interest which may accrue during any interest period. The applicable
pricing supplement relating 1o each medium-term note will designate either a fixed rate of intercst per
annum on the applicable fixed rate note or one or more of the following interest rate bases as applicabie
to the relevant floating rate note: the commercial paper rate; LIBOR; the prime rate; the treasury rate;
or such other interest rate basis or formula as may be specified in the applicable pricing supplement.

Notwithstanding the determination of the interest rate as provided below, the interest rate on the
medium-term notes for any interest period will not be greater than the maximum interest rate, if any, or
less than the minimum interest rate, if any, specified in the applicable pricing supplement. The interest
rate on the medivm-term notes will in no event be higher than the maximum rate permitted by New York
or other applicable law, as the same may be modified by United States federal law of general application.

Fixed Rate Notes

Each fixed rate medium-term note (other than a zero coupon note) will accrue interest from and
including its original issue date at the annual rate stated on the face thereof, as specified in the applicable
pricing supplement. Unless otherwise specified in the applicable pricing supplement, payments of interest
on any fixed rate note with respect to any interest payment date or maturity will include interest accrued
from and including the original issue date, or from and including the most recent interest payment date
to which interest has been paid or duly provided for, to bul excluding such interest payment date or
maturity. Fixed rate medium-term notes may bear one or more annual rates of interest during the periods
or under the circumstances specified therein and in the applicable pricing supplement. Unless otherwise
specified in the applicable pricing supplement, interest on fixed rate medium-term notes will be computed
and paid on the basis of a 360-day year of twelve 30-day months.

Unless otherwise specified in the applicable pricing supplement, the interest payment dates for fixed
rate medium-term notes, including amortizing notes, will be cach January 15 and July 15 (and the stated
maturity) and the record dates will be each January 1 and July 1 (whether or not a business day). In the
casc of fixed rate amortizing notes, interest pavment dates may be quarterly on each January 15, Aprilt 15,
July 15 and October 15 if specified in the applicable pricing supplement and the record dates will be each
January 1, April 1, July 1 and October 1 {whether or not a business day) next preceding each such interest
payment date. If the interest payment date or maturity date for any fixed rate note is not a business day,
all payments 1o be made on such day with respect Lo such note will be made on the next day that is a
business day with the same force and effect as if made on the due date, and no additional interest will be
payabile on the date of payment for the period from and after the due date as a result of such delayed
payment.

Floating Rate Notes

The interest rate on each floating rate medium-term note will be equal to the interest rate calculated
by reference to the specified interest rate basis (1) plus or minus the spread, if any, and/or {2} multiplied
by the spread multiplier, if any. The “spread™ is the number of basis points {one basis point equals
one-hundredth of a percentage point) specified in the applicable pricing supplement as being applicable
to such medium-term note, and the “spread multiplier” is the percentage of the interest rate basis
(adjusted for any spread) specified in the applicable pricing supplement as being applicable to such
medium-term note. The applicable pricing supplement will specify the interest rate basis and the spread
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and/or spread multiplier, if any, and the maximum or minimum interest rate, if any, applicable to each
floating rate medium-term note, In addition, such pricing supplement will contain particulars as to the
calculation agent (unless otherwise specified in the applicable pricing supplement, The Bank of New
York), index maturity, original issue date, the interest rate in effect for the period from the original issue
date to the first interest reset date specified in the applicable pricing supplement, interest rate
determination dates, interest payment dates, record dates, and interest reset dates with respect to such
medium-term note.

Excepl as provided below or in the applicable pricing supplement, the interest payment dates for
floating rate medium-term notes, including amortizing notes, will be (1) in the case of floaling rate notes
that reset daily, weekly or monthly, the third Wednesday of each month or the third Wednesday of March,
June, September and December of each year, as specified on the face thereof and in the applicable pricing
supplement; (2) in the case of floating rate notes 1hat reset quarterly, the third Wednesday of March, June,
September and December of each year as specified on the face thereof and in the applicable pricing
supplemeat; (3) in the case of (loating rate notes that reset semiannually, the third Wednesday of each of
two months of each year, as specified on the face thereof and in the applicable pricing supplement; and
(4) in the case of floating rate notes that reset annually, the third Wednesday of one month of each year,
as specified on the face thereof and in the applicable pricing supplement, and, in each case, at maturity.
If any interest payment date, other than the maturity date, for any floating rate medium-term note is not
a business day for such note, such intercst payment date will be postponed to the next day that is a
business day for such note, except that, in the case of a LIBOR note, if such business day is in the next
succeeding calendar month, such interest payment date will be the immediately preceding London
business day. If the maturity date {or any floating ratc medium-term note falls on a day that is not a
business day, all payments to be made on such day with respect to such note will be made on the next day
that is a business day with the same force and effect as if made on the due date, and no additional interest
will be payable on the date of paymenlt for the period {rom and after the due date as a result of such
delayed payment.

The rate of interest on each floating rate medium-term note will be reset daily, weekly, monthly,
quarterly, semiannually or annually, as specified in the applicable pricing supplement. Unless otherwise
specified in the applicable pricing supplement, the interest reset date will be (1) in the case of floating rate
notes which reset daily, each business day for such notes; (2) in the case of {loating rate notes (other than
treasury rate notes) which reset weekly, the Wednesday of each week; (3) in the case of treasury rate notes
which reset weekly, the Tuesday of each week, except as provided below; (4) in the case of floating rate
notes which reset monthly, the third Wednesday of each month; (5) in the case of floating rate notes which
reset quarierly, the third Wednesday ol each March, June, September and December, (6) in the case of
floating notes which reset semiannually, the third Wednesday of each of two months of each year, as
specified in the applicable pricing supplement; and (7) in the case of floating rate notes which reset
annually, the third Wednesday of one month of each year, as specified in the applicable pricing
supplement. However, the interest rate in effect from the original issue date to but excluding the first
interest reset date with respect to a floating rate note will be the initial interest rate (as specified in the
applicable pricing supplement). If any interest reset date for any floating rate note is not a business day
for such note, the interest reset date will be postponed to the next day that is a business day for such note,
except that in the case of a LIBOR note, if such business day is in the next succeeding calendar month,
such interest reset date will be the immediately preceding London business day. Each adjusted rate will
be applicable on and after the interest reset date to which it relates to but excluding the next succeeding
interest reset date or until maturity.

The interest rate for each interest reset period will be the rate determined by the calculation agent
on the calculation date pertaining to the interest rate determination date pertaining to the interest reset
date for such interest reset peried. Unless otherwise specified in the applicable pricing supplement, (1} the
interest rate determination date pertaining to an interest reset date for a commercial paper rate note or
a prime rate note will be the second business day immediately preceding such interest reset date, (2) the
interest rate determination date pertaining to an interest reset date for a LIBOR note will be the second
London business day immediately preceding such interest reset date, and (3) the interest rate
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determination date pertaining to an interest reset date for a treasury rate note will be the day of the week
in which such interest reset date falls on which treasury bilis would normally be auctioned. Treasury biils
are usually sold at auction on Monday of each week, unless that day is a legal holiday, in which case the
auction is usually held on the following Tuesday, except that such auction may be held on the preceding
Friday. If an auction is so held on the preceding Friday, such Friday will be the treasury rate note interest
rate determination date pertaining to the interest reset period commencing in the next succeeding week.
If an auction date falls on any interest reset date for a treasury rate note, then such interest reset date will
instead be the first business day immediately following such auction date. Unless otherwise specified in the
applicable pricing supplement, the calculation date pertaining to any interest rate determination date will
be the earlier of (1) the tenth calendar day after the interest rate determination date or, if such day is not
a business day, the next day that is a business day, or (2) the business day immediately preceding the
applicable interest payment date or the maturity date, as the case may be,

“Index maturity” means, with respect 10 a floating rate medium-term note, the period to the stated
maturity of the instrument or obligation on which the intercst rate formula of such floating rate note is
calculated, as specified in the applicable pricing supplement.

Unless otherwise specified in the applicable pricing supplement, each floating rate medium-term note
will accrue interest from and including its original issue date at the rate determined as provided in such
medium-term note and as specifted in the applicable pricing supplement. Unless otherwise specified in the
applicable pricing supplement, payments of interest on any floating rate medium-term note with respect
to any interest payment date will include interest accrued from and including the original issue date, or
from and including the most recent interest payment date to which interest has been paid or duly provided
for. but excluding the interest payment date or the maturity date. With respect to floating rate
medium-term notes, accrued interest is caleulated by multiplying the face amount of the note by an
accrued interest factor. This acerued interest factor is computed by adding the interest factors calculated
tor each day from and including the original issue date, or from and including the last date to which
interest has been paid or duly provided for, tc but excluding the date for which accrued interest is being
calculated. The interest factor for each such day (unless otherwise specified} is computed by dividing the
interest rate applicable to such day by 360, in the case of commercial paper rate notes, LIBOR notes and
prime raie notes, or by the actual number of days in the year, in the case of treasury rate notes.

The calculation agent will calculate the interest rate on the floating rate medium-term notes, as
provided below. The trustee will, upon the request of the holder of any floating rate note, provide the
interest rate then in effect and, if then determined, the interest rate which will become effective as a result
of a determination made with respect to the most recent interest rate determination date with respect to
such medium-term nole. For purposes of calculating the rate of interest payable on floating rate
medium-term notes, we have entered into or will enter into an agreement with the calculation agent. The
calculation agent’s determination of any interest rate will be final and binding in the absence of manifest
error.

Commercial Paper Rate Notes

Each commercial paper rate note will bear interest at the interest rate (calculated with reference to
the commercial paper rate and the spread and/or spread multiplier, if any) specified in the commercial
paper rate note and in the applicable pricing supplement.

“Commercial paper rate” means, with respect to any interest rate determination date, the money
market yield (calculated as described below) of the rate on such date for commercial paper having the
index maturity specified in the applicable pricing supplement as published by the Board of Governors of
the Federal Reserve System in “Statistical Release H.15(519), Selected Interest Rates™ or any successor
publication of the Board of Governors (“H.15(519)”) under the heading “Commercial Paper.” In the
event that such rate is not published prior to 9:00 A M., New York City time, on the calculation date
pertaining to such interest rate determination date. then the commercial paper rate with respect to such
interest rate determination date will be the money market yield of the rate on such interest rate
determinatton date for commercial paper having the index maturity specified in the applicable pricing
supplement as published by the Federal Rescrve Bank of New York in its daily statistical release
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“Composite 3:30 PM. Quotations for U.S. Government Securities” or any successor publication
(“Composite Quotations”) under the heading “Commercial Paper.” If by 3:00 PM., New York City time,
on such calculation date such rate is not published in either H.15(519} or Composite Quotations, then the
commercial paper rate with respect to such interest rate determination date will be calculated by the
calculation agent and will be the money market yield of the arithmetic mean of the offered rates (quoted
on a bank discount basis) as of 11:00 A.M., New York City time, on such interest rate determination date
of three leading dealers of commercial paper in The City of New York selected by the calculation agent
for commercial paper having the index maturity specified in the applicable pricing supplement placed for
an industrial issuer whose bond rating is “AA.” or the equivalent, from a nationally recognized securities
rating agency; provided, however, that if the dealers selected as aforesaid by the calculation agent are not
quoting as mentioned in this sentence, the commercial paper rate with respect to such interest rate
determination date will be the commercial paper rate in effect immediately prior to such interest rate
determination date.

“Money market yield” will be a yield (expressed as a percentage rounded, if necessary, to the nearest
on¢ hundred-thousandth of a percent) calculated in accordance with the following formula:

Money Market Yield = D x 360 x 100

360 — (D x M)

where “D” refers to the per annum rate for commercial paper, quoted on a bank discount basis and
expressed as a decimal; and “M” refers to the actual number of days in the period for which accrued
interest 15 being calculated.

LIBOR Notes

Each LIBOR note will bear interest at the interest rate {calculated with reference to LIBOR and the
spread and/or spread multiplier, if any) specificd in the LIBOR note and in the applicable pricing
supplement.

Unless otherwise specified in the applicable pricing supplement, “LIBOR” means, with respect to
any LIBOR interest rate determination date, the rate determined by the calculation agent in accordance
with the following provisions:

(1} With respect to any interest rate determination date, LIBOR will be either: (a) if “LIBOR
Reuters” is specified in the medivm-term note and the applicable pricing supplement, the arithmetic mean
of the offered rates (unless the specified designated LIBOR page (as described below) by ifs terms
provides only for a single rate, in which case such single rate will be used) for deposits in United States
doilars having the index maturity specified in the medium-term note and the applicable pricing
supplement, commencing on the second London business day immediately following such interest rate
determination date, which appear on the designated LIBOR page specified in the medium-term note and
the applicable pricing supplement as of 11:00 A.M., London time, on such interest rate determination
date, if at least two such offered rates appear (unless, as aforesaid, only a single rate is required) on such
designated LIBOR page; or (b) if “LIBOR Telerate” is specified in the medium-term note and the
applicable pricing supplement, the rate for deposits in United States dollars having the index maturity
specified in the medium-term note and the applicable pricing supplement, commencing on the second
London business day immediately foilowing such interest rate determination date, which appears on the
designated LIBOR page specified in the medium-term note and the applicable pricing supplement as of
11:00 A.M., London time, on such interest rate determination date. Nolwithstanding the foregoing, if
fewer than two offered rates appear on the designated LIBOR page with respect to LIBOR Reuters
{unless the specified designated LIBOR page by its terms provides only for a single rate, in which case
such single rate will be used), or if no rate appears on the designated LIBOR page with respect to LIBOR
Telerate, whichever may be applicable, LIBOR with respect to such interest rate determination date will
be determined as if the parties had specified the rate described in clause (2) below.

(2) With respect to any interest rate determination date on which fewer than two offered rates appear
on the designated LIBOR page with respect to LIBOR Reuters {unless the specified designated LIBOR
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page by its terms provides only for a single rate, in which case such single rate will be used}, or if no rate
appears on the designated LIBOR page with respect to LIBOR Telerate, as the case may be, the
calculation agent will request the principal London office of each of four major banks in the London
interbank market selected by the calculation agent to provide the calculation agent with its offered rate
quotation for deposits in United States dollars for the period of the index maturity specified in the
medium-term note and the applicable pricing supplement, commencing on the second London business
day immediately following such interest rate determination date, to prime banks in the London interbank
market as of 11:00 A.M., London time, on such interest rate determination date and in a principal amount
that is representative for a single transaction in United States dollars in such market at such time. If at
least two such quotations are provided, LIBOR with respect to such interest rate determination date will
be calculated by the calculation agent and will be the arithmetic mean of such quotations. If fewer than
two quotations are provided, LIBOR with respect to such interest rate determination date will be the
arithmetic mean of the rates quoted as of 11.00 AM. New York City time, on such interest rate
determination date by three major banks in The City of New York selected by the calculation agent for
loans in United States dollars to leading European banks, commencing on the second London business
day immediately following such interest rate determination date having the index maturity specified in the
medium-term note and the applicable pricing supplement in a principal amount that is representative for
a single transaction in such United States dollars in such market at such time; provided, however, that if
the banks so selected by the calculation agent are not quoling as mentioned in this sentence, LIBOR with
respect to such interest rate determination date will be LIBOR in effect immediately prior to such interest
rate determination date.

“Designated LIBOR page” means either (a) the display on the Reuters Monitor Money Rates
Service for the purpose of displaying the Londen interbank rates of major banks for United States dollars
(if LIBOR Reulers is specified in the medivm-term note and the applicable pricing supplement), or
(b) the display on the Moncyline Telerate Service for the purpose of displaying the London interbank
rates of major banks for United States dollars (if LIBOR Teierate is specified in the medium-term note
and the applicable pricing supplement). If neither LIBOR Reuters nor LIBOR Telerate is specified in the
medium-term note and the applicable pricing supplement, LIBOR for United States dollars will be
determined as if LIBOR Telerate {and page 3750) had been chosen.

Prime Rate Notes

Each prime rate note will bear interest at the interest rate {calculated with reference to the prime rate
and the spread and/or spread multiplier, if any) specified in the prime rate note and in the applicable
pricing supplement.

Unless otherwise specified in the applicable pricing supplement, “prime rate™ means, with respect to
any interest rate determination date, the rate on such date as published in H.15(519) under the heading
“Bank Prime Loan.” In the event that such rate is not published prior to 9:00 A M.. New York City time,
on the calculation date pertaining to such interest rate determination date, then the prime rate with
respect to such interest rate determination date will be calculated by the calculation agent and will be the
arithmetic mean of the rates of interest publicly announced by each bank that appears on the Reuters
Screen USPRIMEI] as such bank’s prime rate or base lending rate as in effect with respect to such interest
rate determination date. If fewer than four such rates appear on the Reuters Screen USPRIME] with
respect to such interest rate determination date, the prime rate with respect to such interest rate
determination date will be calculated by the calculation agent and will be the arithmetic mean of the
prime rates quoted on the basis of the actual number of days in the year divided by 360 as of the close
of business on such interest rate determination date by at least two of the three major money center banks
in The City of New York selected by the calculation agent. If fewer than two quotations are provided, the
prime rate with respect to such interest rate determination date will be determined on the basis of the
rates furnished in The City of New Yark by the appropriate number of substitute banks or trust companies
organized and doing business under the laws of the United States, or any state thereof, having total equity
capital of at least $500,000,000 and being subject to supervision or examination by federal or state
authority, selected by the calculation agent to provide such rate or rates; provided, however, that if the
appropriate number of substitute banks or trust companies selected as aforesaid are not quoting as
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menticned in this sentence, the prime rate with respect to such interest rate determination date will be the
prime rate in effect immediately prior to such interest rate determination date.

“Reuters Screen USPRIMEL” means the display designated as page “USPRIMEL"™ on the Reuters
Monitor Money Rate Service {(or such other page which may replace the USPRIMEL page on the service
for the purpose of displaying the prime rate or base lending rate of major banks).

Treasury Rate Notes

Each treasury rate note will bear interest at the interest rate (calculated with reference to the treasury
rate and the spread and/or spread multiplier, if any) specified in the treasury rate note and in the
applicable pricing supplement.

Unless otherwise specified in the applicable pricing supplement, “treasury rate” means, with respect
to any interest rate determination date, the rate resulting from the most recent auction of direct
obligations of the United States {“ireasury bills”) having the index maturity specified in the applicable
pricing supplement, as such rate is published in H.15(519) under the heading, “Treasury bills—auction
average {(investment)” or, if not so published by 3:00 PM., New York City time, on the calculation date
pertaining to such interest rate determination date, the average auction rate on such interest rate
determination date (expressed as a bond equivalent, on the basis of a year of 365 or 366 days, as
applicable, and applied on a daily basis) as otherwise announced by the United States Department of the
Treasury. In the event that the results of the auction of treasury bills having the specified index maturity
are not reported as provided above by 3:00 PM., New York City time, on the calculation date pertaining
to such interest rate determination date, or if no such auction is held in a particular week, then the
treasury rate with respect to such interest rate determination date will be calculated by the calculation
agent and will be a yield to maturity (expressed as a bond equivalent, on the basis of a year of 365 or 366
days, as applicable, and applied on a daily basis} of the arithmetic mean of the sccondary market bid rates,
as of approximately 3:30 PM., New York City time. on such interest rate determination date, of three
leading primary U.S. government sccurities dealers selected by the caleulation agent for the issue of
treasury bills with a remaining maturity closest to the index maturity specified in the applicable pricing
supplement; provided, however, that if the dealers selected as aforesaid by the calculation agent are not
quoting as mentioned in this sentence, the treasury rate with respect to such interest rate determination
date will be the treasury rate in effect immediately prior to such interest rate determination date.

Original Issue Discount Notes

We may from time to time offer original issue discount medium-term notes. An original issue
discount note is (1) a medium-term note that has a “'stated redemption price at maturity” that exceeds its
“issue price” (each as defined for United States federal income tax purposes) by at least 0.25% of its stated
redemption price at maturity multiplied by the number of complete years from the original issue date to
the stated maturity for such medium-term note (or, in the case of a medium-term note that provides for
payment of any amount other than the “qualified stated interest” (as so defined) prior to maturity, the
weighted average maturity of the medium-term note), or (2) any other medium-term note designated by
us as issued with original issue discount for United States federal income tax purposes.

The pricing supplement applicable to original issue discount notes may provide that holders of such
notes will not receive periodic payments of interest. For purposes of determining whether holders of the
requisite principal amount of medium-term notes outstanding under the indenture have made a demand
or given a notice or waiver or taken any other action, the outstanding principal amount of original issue
discount notes will be deemed to be the amount of the principal that would be due and payable upon
declaration of acceleration of the stated maturity thereof as of the date of such determination. Unless
otherwise specified in the applicable pricing supplement, the amount of principal that would be due and
payable on an original issue discount note upon declaration of acceleration of the stated maturity thereof,
or in the event of redemption or repayment thereof prior to the stated maturity thereof, will be the
ameortized face amount of such note as of the date of declaration, redemption or repayment, as the case
may be. The amortized face amount of an original issue discount note wiil be the amount equal to (1) the
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principal amount of such note multiplied by the issue price of such note specified in the applicable pricing
supplement plus (2) the portion of the difference between the dollar amount determined pursuant to the
preceding clause (1)} and the principal amount of such note that has accreted at the vield to maturity
specified in the applicable pricing supplement (computed in accordance with generally accepted United
States bond yield computation principles) to such date of declaration, redemption or repayment, as the
case may be. In no event will the amortized face amount of an original issue discount note exceed the
principal amount stated in such note.

Amortizing Notes

We may from time to time offer amortizing medium-term notes for which payments of principal and
interest are made in installments over the life of the notes. Interest on each amortizing note will be
computed as specified in the applicable pricing supplement. Unless otherwise specified in the applicable
pricing supplement, payments with respect to an amortizing note will be applied first to interest due and
payable thereon and then to the reduction of the unpaid principal amount thercof. A table setting forth
repayment information with respect to each amortizing note will be attached to such medium-term note
and (o the applicable pricing supplement and will be available, upon request, to subsequent holders.

Reset Notes

The pricing supplement relating to each medium-term note will indicate whether we have the option
with respect to such medium-term note to reset the interest rate, in the case of a fixed rate note, or to reset
the spread and/or spread multiplier, in the case of a floating rate medium-term note, and, if so, (1) the date
or dates an which such interest rate or such spread and/or spread multiplier, as the case may be, may be
reset, and (2) the formula, if any, for such resetting.

We may exetcise such option with respect to a medium-term note by notifying the trustee of such
exercise at least 45 but not more than 60 calendar days prior to an optional interest reset date for such
medium-term note, If we so notify the trustee of such cxercise, the trustee will send not later than 40
calendar days prior to such opticnal interest reset date, by telegram, telex, facsimile transmission, hand
delivery or letter (first class, postage prepaid) to the helder of such note a notice indicating (1) that we
have elected to reset the interest rate, in the case of a fixed rate note, or the spread and/or spread
multiplier, in the case of a floating rate note. (2) such new interest rate or such new spread and/or spread
multiplier, as the case may be, and (3) the provisions, if any, for redemption of such medium-term note
during the period from such optional interest reset date to the next optional interest reset date ox, if there
is no such next optional interest reset date, to the stated maturity of such medium-term note, including
the date or dates on which or the period or periods during which and the price or prices at which such
redemption may occur during such subscquent mterest period.

Notwithstanding the foregoing, not later than 20 calendar days prior to an optional interest reset date
for a medium-term note, we may, at our option, revoke the interest rate, in the case of a fixed rate note,
or the spread and/or spread multiplier. in the casc of a floating rate note. provided for in the reset notice
and establish a higher interest rate, in the case of a fixed rate note, or a spread and/or spread multiplier
resulting in a higher interest rate, in the case of a floating rate note, for the subsequent interest period
commencing on such optional interest resel date by causing the trustee to send by telegram, telex,
facsimile transmission, hand delivery or letter (first class, postage prepaid) notice of such higher interest
rate or spread and/or spread multiplier resulting in a higher interest rate, as the case may be, to the holder
of such medium-term note. Such notice will be irrevocable. All medium-term notes with respect to which
the interest rate or spread and/or spread multiplicr is reset on an optional interest reset date to a higher
interesl rate or spread and/or spread multiplier resulting in a higher interest rate will bear such higher
interest rate, in the case of a fixed rate note, or spread and/or spread multiplier resulting in a higher
interest rate, in the case of a floating rate note, whether or not tendered for repayment as provided in the
next paragraph.

If we elect prior to an optional interest reset date to reset the interest rate or the spread and/or spread
multiplier of a medium-term note, the holder of such medium-term note will have the option to elect
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repayment of such medium-term note, in whole but not in part, by us on such optional interest reset date
at a price equal to the principal amount thereof plus accrued and unpaid interest to but excluding such
optional interest reset date. In order for a medium-term note to be so repaid on an optional interest reset
date, the holder thereol must follow the procedures set forth in the attached prospectus under
“Redemption and Repayment” for optional repayment, except thatl the period for delivery of such
medium-term note or notification to the frustee will be at least 25 but not more than 35 calendar days
prior to such optional interest reset date. A holder who has tendered a medium-term note for repayment
foilowing receipt of a reset notice may revoke such tender for repayvment by written notice to the trustee
received prior to 5:00 EM., New York City time, on the tenth calendar day prior to such optional interest
reset date.

Extension of Maturity

The pricing supplement relating to each medium-term note will indicate whether we have the option
to extend the stated maturity date of such medium term note for one or more periods of from one {o five
whole years up to but not beyond the final maturity date specified in such pricing supplement.

We may exercise our option te extend the stated marturity date with respect to a medium-term note
by notifying the trustee of such cxercise at least 45 but not more than 60 calendar days prior to the current
stated maturity date of such medium-term note (including, if such stated maturity date has previously
been extended, the stated maturity as previously extended) in effect prior to the exercise of such option.
If we so notily the trustee of such exercise, the trustee will send not later than 40 calendar days prior to
the current stated maturity date, by telegram, telex, facsimile transmission, hand delivery or letter (first
class, postage prepaid} to the holder of such medium-term note a notice relating ro such extensiod,
indicating (1} that we have elected to extend the stated maturity of such medium-term note, (2} the new
stated maturity date, (3} in the case of a fixed rate note, the intercst rate applicable to the extension period
or, in the case of a floating rate note, the spread and/or spread multiplier applicable to the extension
peried, and (4) the provisions. if any, for redemption of such medium-term note during the extension
period, including the date or dates on which or the period or periods during which and the price or prices
at which such redemption may occur during the extension period. Upon the sending by the trustee of an
extension notice to the holder of a medium-term note, the stated maturity of such medium-term note wilt
be extended automatically, and, except as modified by the extension notice and as described in the next
two paragraphs, such medium-term note will have the same terms as prior to the sending of such extension
notice.

Notwithstanding the foregoing, not later than 20 calendar days prior to the curreat stated maturity
date for a medium-term note, we may, at our option, revoke the interest rate, in the case of a fixed rate
note, or the spread and/or spread multiplier, in the case of a floating rate note, provided for in the
applicable extension notice and establish a higher interest rate, in the case of a fixed rate note, or a spread
and/or spread multiplier resulting in a higher interest rate, in the casc of a floating rate note, for the
extension period by causing the trustee to send by telegram, telex, facsimile transmission, hand delivery
or letter (first class, postage prepaid) notice of such higher interest rate or spread and/or spread multiplier
resulting in a higher interest rate, as the casc may be, to the helder of such medium-term note. Such notice
will be irrevocable. All medium-term notes with respect to which the stated maturity is extended will bear
such higher interest rate, in the case of a fixed rate note, or spread and/or spread multiplier resulting in
a higher interest rate, in the case of a floating rate note, for the extension period, whether or not tendered
for repayment as provided in the next paragraph.

If we extend the stated maturity of a medium-term note (including, if such stated maturity has
previously been extended, the stated maturity as previously extended), the holder of such medium-term
note will have the option to elect repayment of such note, in whole but not in part, by us on the current
stated maturity date {including the last day of the then current extension period, if any) at a price equal
to the principal amount thereof plus accrued and unpaid interest to but excluding such date. In order for
a medium-term note to be so repaid on the current stated maturity date, the holder thereof must follow
the procedures set forth in the attached prospectus under “Redemption and Repavment” for optional
repayment, except that the pericd for delivery of such medium-term note or notification to the trustee will
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be at least 25 but not more than 35 calendar days prior to the current stated maturity date. A holder who
has tendered a medium-term note for repayment following receipt of an extension notice may revoke such
tender [or repayment by written notice to the trustee received prior to 5:00 PM., New York City time, on
the tenth calendar day prior to the current stated maturity date.

Renewable Notes

The applicable pricing supplement will indicate whether a medium-term note (other than an
amortizing note) will mature at its current stated maturity date unless the term of all or any portion of any
such note is renewed by the holder in accordance with the procedures described in such pricing
supplement.

Combination of Provisions

If so specified in the applicable pricing supplement, any medium-term note may be subject to all of
the provisions, or any combination of the provisions, described above under “Reset Notes,” “Extension
of Maturity” and “Renewable Notes.”

Redemption and Repayment

Unless otherwise specified in the applicable pricing supplement, (1) the medium-term notes will not
be subject 1o a sinking fund and (2) we will not be required to redeem the medium-term notes prior to
the stated maturity upon the occurrence of specified events.

If so specified in the applicable pricing supplement, the medium-term notes will be subject to
redemption prior to the stated maturily at our option on the date or dates and at the prices specified in
the applicable pricing supplement. The selection of notes or portions thereof to be redeemed prior to the
stated maturity will be in our sole discretion.

If so specified in the applicable pricing supplement, the medium-term notes will be repavable prior
to the stated maturity at the option of the holders, in whole or in part, on the date ar dates and at the
prices specified in the applicable pricing supplement.

The terms generally applicable to redemptions and repayments of medium-term notes prior to
maturity are described under “Redemption and Repayment” in the attached prospectus.

Repurchase

We may at any time purchase medium-term notes at any price or prices in the open market or
otherwise. Medium-term notes so purchased by us may be held or resold or, at our discretion, may be
surrendered to the trustee for cancellation.

Other Provisions

Any provisions with respect to the determination of an interest rate basis, the specifications of an
interest rate basis, calculation of the interest rate applicable to, or the principal payable at maturity on,
any medium-term note, its interest payment dates or any other matter relating thereto may be modified
by the terms as specified on the face of such medium-term note, or in an annex relating thereto if so
specified on the face thereof, and/or in the applicable pricing supplement.

UNITED STATES FEDERAL INCOME TAX CONSEQUENCES

The following summary describes certain material United States federal income tax consequences
expected to result from the purchase, ownership and disposition of medium-term notes to beneficial
owners (“holders”} of medium-term notes purchasing medium-term notes at their original issuance for
cash. This summary is based on the Internal Revenue Code of 1986, as amended (the “Code™), legisiative
history, administrative pronouncements, judicial decisions and final, temporary and proposed Treasury
Regulations, changes to any of which subsequent to the date hercot may affect the tax consequences
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described herein. Any such change may apply retroactively. We cannot assure you that the Internal
Revenue Service (“IRS™) will agree with the conclusions in this summary, and we have not sought and will
not seek a ruling from the IRS on the expected federal income tax consequences described in this
summary. Based on the facts and other information set forth in the attached prospectus and this
prospectus supplement and subject to the limitations set forth in this prospectus supplement, it is the
opinion of Latham & Watkins LLP that the statements under this heading *United States Federal Income
Tax Consequences,” insofar as they purport to summarize certain provisions of specific statutes and
regulations referred to herein, are accurate summaries in all material respects.

This summary only applies to those holders holding medium-term notes as capital assets within the
meaning of Section 1221 of the Code and assumes that the medium-term notes will be properly treated
as indebtedness for United States federal income tax purposes. 1t does not address all of the tax
consequences that may be relevant to a holder in light of the holder’s particular circumstances or to
holders subject to special rules (including, without limitation, pension plans and other tax-exempt
investors, persons who are subject to alternative minimum tax, banks, thrifts, insurance companies, real
estate investment trusts, “§" corporalions, expatriates, regulated investment companies, brokers, dealers
or traders in securities or commedities, persons whose functional currency is other than the United States
dollar. and persons who hold medium-term notes as part ol a straddle, hedging, conversion or other
integrated transaction).

Persons considering the purchase of medium-term notes should consult their tax advisors with regard
to the application of United States federal income tax laws to their particular situations as well as any tax
consequences to them arising under the laws of any slate, local or foreign taxing jurisdiction. State, local
and foreign income tax laws may difter substantially from the corresponding federal income tax faws, and
this discussion does not purport {o describe any aspect of the tax laws of any state, local or foreign
jurisdiction. Therefore, potential investors should consult their own tax advisors with respect to the
various state, local and foreign tax conscquences of an investment in medium-term notes.

You are urged to consult your tax advisor as to the particular tax consequences to your acquisition,
awnership and disposition of the medium-term notes.

As used herein, the term “United States Holder” means a beneficial owner of a medium-term note
who or which is, for United States federal income tax purposes, either (i} a citizen or resident of the
United States, (ii) a corporation or partnership created or organized in or under the laws of the United
States or any state or political subdivision thereof, including the District of Columbia, (iii) an estate the
income of which is subject to United States federal income taxation regardless of its source, or (iv) a trust
(1) the administration over which a United States court can exercise primary supervision and (2) all of the
substantial decisions of which one or more United States persons have the authority to control, and other
types of trusts considered United States persoas for federal income tax purposes. A “Non-United States
Holder” is a holder of a medium-term note that is not a United States Holder.

The tax consequernces to a partner in a partnership holding the medium-term notes generally depend
on the status of the partner and the activities of the partnership. Such partner should consult its own tax
advisors as to such tax consequences.

UNITED STATES HOLDERS

Taxation of Interest

The taxation of interest on a medium-term note depends on whether it constitutes “qualified stated
interest” {as defined below). Interest on a medium-term note that constitutes qualified stated interest is
includible in a United States Holder’s income as ordinary interest income when actually or constructively
received, if such holder uses the cash method of accounting for federal income tax purposes, or when
accrued, if such holder uses an accrual method of accounting for federal income tax purposes. Interest that
does not constitute qualified stated interest is included in a United States Holder’s income under the rules
described below under “Original Issue Discount,” regardless of such holder’s method of accounting.
Notwithstanding the foregoing, interest that is payable on a medium-term note with a maturity of one year
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or less from its issue date (a “Short-Term Note™) or on a medium-term note that is a Contingent Note
(defined below) is included in a United States Holder’s income under the rules described below under
“Short-Term Note” or “Original Issue Discount—Floating Rate Notes that are not VRDIs,” respectively.

Fixed Rate Notes

Interest on a fixed rate note will constitute "qualified stated interest” if the interest is unconditionally
payable, or will be constructively received under Section 451 of the Code, in cash or in property {other
than debt instruments issued by us) at least annually at a single fixed rate.

Floating Rate Notes

Interest on a fHoating rate note that is unconditionally payable, or will be constructively received
under Section 451 of the Code, in cash or in property (other than debt instruments issued by us) at least
annually will constitute “qualified stated interest” if the medium-term note is a “variable rate debt
instrument” (“*VRIDI”) under the rules described below and the interest is payable at a single “qualified
floating rate” or single “objective rate” (each as defined below). If the medium-term note is a VRDI but
the interest is payable other than at a single qualified floating rate or at a single objective rate, special rules
apply to determine the portion of such interest that constitutes “qualified stated interest.” See “Original
Issue Discount—Floating Rate Notes that are VRDIs,” below,

Definition of Variable Rate Debi Instrument (VRDI), Qualified Floating Rate and Objective Rate

A medium-term note is a VRDI if all of the four following conditions are met. First, the “issue price”
of the medium-term note (as described below) must not exceed the total noncontingent principal
payments by more than an amount equal to the lesser of (i) .015 multiplied by the product of the total
noncontingent principal payments and the number of complete years to maturity from the issue date (or,
in the case of a medium-term note that provides for pavment of any amount other than qualified stated
interest before maturity, its weighted average maturity) and (ii} 15% of the total noncontingent principal
payments.

Second, the medium-term note must provide for stated interest (compounded or paid at least
annually) at (a) one or more qualified floating rates, (b) a single fixed rate and one or more qualified
floating rates, (c) a single objective rate or (d} a single fixed rate and a single objective rate that is a
“qualified inverse Hoaling rate” {as defined below).

Third, the medium-term note must provide that a qualified floating rate or objective rate in effect at
any time during the term of the medium-term note is set at the value of the rate on any day that is no
earlier than three months prior to the first day on which that value is in effect and no later than one year
following that first day.

Fourth, the medium-term note may not provide for any principal payments that are contingent except
as provided in the first requirement set forth above.

Subject to certain exceptions, a variable rate of interest on a medium-term note is a “qualified floating
rate” if variations in the value of the rate can reasonably be expected to measure contemporancous
fluctuations in the cost of newly borrowed funds in United States dollars. A variable rate will be
considered a qualified floating rate if the variable rate equals {i) the product of an otherwise qualified
tloating rate and a fixed multiple (i.e., a spread muttiplier) that is greater than 0.63, but not more than 1.35
or (ii} an otherwise qualified floating rate (or the product described in clause (i)} plus or minus a fixed rate
(i.e., a spread). If the variable rate equals the product of an otherwise qualified floating rate and a single
spread multiplier greater than 1.35 or less than or equal to 0.65, however, such rate will generally
constitute an objective rate, described more fully below. A variable rate will not be considered a qualified
floating rate if the variable rate is subject to a cap, floor, governor (ie., a restriction on the amount of
increase or decrease in the stated interest rate) or similar restriction that is reasonably expected as of the
issue date to cause the yield on the medium-term note to be significantly more or less than the expected
yield determined without the restriction (other than a cap. floor or governor that is fixed throughout the
term of the medium-term note).
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Subject to certain exceptions, an “objective rate” is a rate {other than a qualified floating rate} that
is determined using a single fixed formula and that is based on objective financial or economic information
that is neither within our control (or the control of a related party) nor unique to our circumstances (or
the circumstances of a related party). For example, an objective rate generally includes a rate that is based
on one or more qualified fioating rates or on the yield of actively traded personal property (within the
meaning of Section 1092(d){1) of the Code). Notwithstanding the first sentence of this paragraph, a rate
on a medium-term note is not an objective rate if it is reasonably expected that the average value of the
rate during the first half of the medium-term note’s term will be either significantly less than or
significantly greater than the average valuc of the rate during the final half of the medium-term note’s
term. An objective rate is a “qualified inverse floating rate” if (a) the rate is equal to a fixed rate minus
a qualified floaling rate and (b) the variations in the rate can reasonably be expected to reflect inversely
contemporaneous variations in the cost of newly borrowed funds (disregarding any caps, floors, governors
or similar restrictions that would not, as described above, cause a rate to fail to be a qualified floating
rate).

If interest on a medium-term note is stated at a fixed rate for an initial period of one year or less,
followed by a vartable rate that is either a qualified floating rate or an objective rate for a subsequent
period, and the value of the variable rate on the issue date is intended 10 approximate the fixed rate, the
fixed rate and the variable rate together constitute a single qualified floaling rate or objective rate.

Original Issue Discount

Original tssue discount {"OID™) with respect 1o a medium-term note is the excess, if any, of the
medium-term note’s “stated redemption price at maturity” over the medium-term note’s “issue price.” A
medium-term note’s “stated redemption price at maturity” is the sum of all payments provided by the
medium-term note (whether designated as interest or as principal) other than payments of qualified stated
interest. The “issue price” of a medium-term note is the first price at which a substantial amount of the
medium-term notes in the issuance that includes such note is sold for money (excluding sales 1o bond
houses, brokers or similar persons or organizations acting in the capacity of underwriters, placement
agents or wholesalers).

As described more fully below, United States Holders of medium-term notes with OID that mature
more than one year from their issue date generally will be required to include such OID in income as it
accrues in accordance with the constant yield method described below, irrespective of the receipt of the
related cash payments. A United States Holder’s tax basis in a medium-term note is increased by each
accrual of OID and decreased by each payment other than a payment of qualified stated inierest.

The amount of OID with respect to a medium-term note will be treated as zero if the OID is less than
an amount equal to .0025 multiplied by the product of the stated redemption price at maturity and the
number of complete years to maturity {or, in the case of a medium-term note that provides for pavment
of any amount other than qualified stated interest prior to maturity, the weighted average maturity of the
note). If the amount of QID with respect to a medium-term note is less than that amount, such de minimis
OID that is not included in payments of stated interest is generally included in income as capital gain as
principal payments are made, The amount includible in income with respect to a principal payment equals
the product of the total amount of de minimis OID and a fraction, the numerator of which is the amount
of such principal payment and the denominator of which is the stated principal amount of the
medium-term note.

Fixed Rate Notes

In the case of OID with respect to a fixed rate note, the amount of OID includible in the income of
a United States Holder for any taxable vear is determined under the constant yield method, as follows.
First, the “yield to maturity™ of the medium-term note is computed. The yield to maturity is the discount
rate that, when used in computing the present value of all interest and principal payments to be made
under the medium-term note (including payments of qualified stated interest), produces an amount equal
to the issue price of the medium-term note. The vield to maturity is constant over the term of the
medium-term note and, when expressed as a percentage, must be calculated to at least two decimal places.
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Second, the term of the medium-term note is divided into “accrual periods.” Accrual periods may be
of any length and may vary in length over the term of the medium-term note, provided that each accrual
period is no longer than one year and that each scheduled payment of principal or interest occurs either
on the final day or the first day of an accrual period.

Third, the total amount of OID on the medium-term note is allocated among accrual periods. In
general, the OID allocable to an accrual period equals the product of the “adjusted issue price” of the
medium-term note at the beginning of the accrual period and the yield to maturity of the medium-term
note, less the amount of any qualified stated interest allocable to the accrual period. The adjusted issue
price of a medium-term note at the beginning of the first accrual period is its issue price. Thereafter, the
adjusted issue price of the medium-term note is its issue price, increased by the amount of OID previously
includible in the gross income of any holder and decreased by the amount of any payment previously
made on the medium-term note other than a payment of qualified stated interest.

Fourth, the “daily portions” of OID are determined by allocating to each day in an accrual period its
ratable portion of the OID allocable to the accrual period.

A United States Holder includes in income in any taxable year the daily portions of OID for each
day during the taxable vear that such holder held medium-term notes. In general, under the constant yield
method described above, United States Holders will be required to include in income increasingly greater
amounis of OID in successive accrual periods.

Floating Rate Notes that are VRDIs

The taxation of OID (including interest that does not constitute qualified stated interest) on a floating
rate note witl depend on whether the medium-term note is a “VRDIL,” as that term is defined above under
“Taxation of Interest—~Definition of Variable Rate Debrt Instrument {(VRDI}, Qualified Floating Rate and
Objective Rate.”

In the case of a VRDI that provides for interest at a single variable rate, the amount of gqualified
stated interest and the amount of OID, if any, includible in income during a taxable year are determined
under the rules applicable to fixed rate notes (described above) by assuming that the variable rate is a
fixed rate equal to {i) in the case of a qualified floating rate or a qualified inverse floating rate, the value,
as of the issue date. of the qualified floating rate or qualified inverse floating rate, or (ii) in the case of an
objective rate (other than a qualified inverse floating rate), the fixed rate that reflects the yield that is
reasonably expected for the medium-term note. Qualified stated interest allocable to an accrual period is
increased (or decreased) if the interest actually paid during an accrual period exceeds (or is less than} the
interest assumed to be paid during the accrual peried.

If 2 medium-lerm note that is a VRDI does not provide for interest at a single variable rate as
described above, the amount of interest and OID accruals are determined by constructing an equivalent
fixed rate debt instrument, as follows.

First, in the case of an instrument that provides for interest at one or more qualified floaling rates or
at a qualified inverse floating rate and, in addition, at a fixed rate (other than a fixed rate that is treated
as, logether with a variable rate, a single qualified floating rate or objective rate), replace the fixed rate
with a qualified floating rate {or qualified inverse floating rate) such that the fair market value of the
instrument, so modified, as of the issue date would be approximately the same as the fair market value
of the unmodified instrument.

Second, determine the fixed rate substitute for each variable rate provided by the medium-term note.
The fixed rate substitute for each gualified floating rate provided by the medium-term note is the value
of that qualified floating rate on the issue date. If the medium-term note provides for two or more
qualified floating rates with different intervals between interest adjustment dates (for example, the 30-day
commercial paper rate and quarterly LIBOR), the fixed rate substitutes are based on iniervals that are
equal in length (for example, the 90-day commercial paper rate and quarterly LIBOR, or the 30-day
commercial paper rate and monthly LIBOR). The fixed rate substitute for an objective rate that is a
qualified inverse floating rate is the value of the qualified inverse floating rate on the issue date. The fixed
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rate substitute for an objective rate (other than a qualified inverse floating rate} is a fixed rate that reflects
the yield that is reasonably expected for the medium-term note.

Third, construct an equivalent fixed rate debt instrument that has terms that are identical to those
provided under the medium-term note, except that the equivalent fixed rate debt instrument provides for
the fixed rate substitutes determined in the second step, in lieu of the qualified floating rates or objective
rale provided by the medium-term note.

Fourth, determine the amount of qualified stated interest and OID for the equivalent fixed rate debt
instrument under the rules (described above) for fixed rate notes. These amounts are taken into account
as if the United States Holder held the equivalent fixed rate debt instrument. See “Taxation of Interest”
and “Original Issue Discount—~Fixed Rate Notes.” above.

Fifth, make appropriate adjustments for the actual values of the variable rates. In this slep, qualified
stated interest or OID allocable to an accrual period is increased {or decreased) if the interest actually
acctued or paid during the accrual period exceeds (or is less than) the interest assumed to be accrued or
paid during the accrual period under the equivalent fixed rate debt instrument.

Floating Rate Notes that are not VRDIs

Floating rate medium-term notes that are not VRDIs (“Contingent Notes”) will generalty be taxable
under the rules applicable to contingent payment debt instruments (the “Contingent Debt Regulations™),
as follows. First, we are required to determine, as of the issue date, the comparable yield for the
Contingent Note. The comparable yield is generally the yield at which we would issue a fixed rate debt
instrumen! with terms and conditions similar to those of the Contingent Note (including the level of
subordination, term, timing of payments and general market conditions, but not taking into consideration
the riskiness of the contingencies or the liquidity of the Contingent Note), but not less than the applicable
tederal rate announced monthly by the IRS (the “AFR"). In certain cases where Contingent Notes are
marketed or sold in substantial part (o tax-exempt investors or other investors for whom the prescribed
inclusion of interest is not expected to have a substantial effect on their U.S. income tax Hability, the
comparable yield for the Contingent Note, without proper evidence to the contrary. is presumed to be the
AFR,

Second, solely for tax purposes, we construct a projected schedule of payments determined under the
Contingent Debt Regulations for the Contingent Note (the “Schedule”). The Schedule is determined as
of the issue date and generally remains in place throughout the term of the Contingent Note. If a right
to a contingent payment is based on market information, the amount of the projected payment is the
forward price of the contingent payment. If a contingent payment is not based on market information, the
amount of the projected payment is the expected value of the contingent payment as of the issue date. The
Schedule must produce the comparable yield determined as set forth above. Otherwise, the Schedule
must be adjusted under the rules set forth in the Contingent Debt Regulations.

Third, under the usual rules applicable to OID and based on the Schedule, the interest income on the
Contingent Note for each accrual period is determined by multiplying the comparable vield of the
Contingent Note (adjusted for the length of the accrual period) by the Contingent Note's adjusted issuc
price at the beginning of the accrual period (determined under rules set forth in the Contingent Debt
Regulations). The amount so determined is then allocated on a ratable basis to each day in the accrual
periad that the United States Holder held the Contingent Note.

Fourth, appropriate adjustments are made to the interest income determined under the foregoing
rules to account for any differences between the Schedule and actual contingent payments. Under the
rules set forth in the Contingent Debt Regulations, differences between the actual amounts of any
contingent payments made in a taxabie year and the projected amounts of such payments are generally
aggregated and taken into account, in the case of a positive difference, as additional interest income, or,
in the case of a negative difference, first as a reduction in interest income for such year and thereafter,
subject to certain limitations, as ordinary loss.
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We are required to provide each holder of a Contingent Note with the Schedule described above, If
we do not create a Schedule or the Schedule is unreasonable, a United States Holder must determine its
own projected payment schedule and explicitly disclose the use of such schedule and the reason therefor.
Unless otherwise prescribed by the IRS, the United States Holder must make such disclosure on a
statement attached to the United States Holder’s timely filed federal income tax return for the taxable
year in which the Contingent Note was acquired.

In general, any gain realized by a United States Holder on the sale, exchange or retirement of a
Contingent Note is interest income, In general, any loss on a Contingent Note accounted for under the
method described above is ordinary loss to the extent it does not exceed such holder’s prior interest
inclusions on the Contingent Note (net of negative adjustments). Special rules apply in determining the
tax basis of a Contingent Note and the amount realized on the retirement of a Contingent Note. In
addition, special rules apply il there are no remaining contingent payments on the Contingent Note.

Other Rules

Certain medium-term notes having OID may be redeemed prior to maturity or may be repavable at
the option of the holder. Such medium-term notes may be subject to rules that differ from the general
rules discussed above relating to the tax treatment of OID. Purchasers of such medium-term notes with
a redemption feature should consuit their tax advisors with respect to such feature since the tax
consequences with respect to OID will depend, in part, on the particular terms and the particufar fcatures
of the purchased medium-term note.

Market Discount

If a United States Holder acquires a mediutn-term note haviag a maturity date of more than one year
from the date of its issuance and has a tax basis in the medium-term note that is, in the case of a
medium-term note that does not have OID, less than its stated redemption price at maturity, or, in the case
of a medium-term note that has OID, less than its “revised issue price”, the amount of such difference is
treated as “market discount” for federal income tax purposes, unless such difference is less than 1/4 of one
percent of the stated redemption price at maturity multiplied by the number of complete years to maturity
(from the date of acquisition).

Under the market discount rufes of the Code. a United States Holder is required to treat any
principal payment (or, in the case of a medium-term note that has OID, any payment that does not
constitute a payment of qualified stated interest) on, or any gain on the sale, exchange, retirement or other
disposition of, a medijum-term note as ordinary income to the extent of the accrued market discount that
has not previously been included in income. Thus, partial principal payments are treated as ordinary
income to the extent of accrued market discount that has not previously been included in income. If such
note is disposed of by the United States Holder in certain otherwise nontaxable transactions, accrued
market discount will be includible as ordinary income by the United States Holder as it such holder had
sold the medium-term note at its then fair market value.

In general, the amount of market discount that has accrued is determined on a ratable basis. A
United States Holder may, however, elect to determine the amount of accrued market discount on a
constant yield to maturity basis. This election is made on a note-by-note basis and is irrevocable.

With respect to medium-term notes with market discouni, a United States Holder may not be
allowed to deduct immediately a portion of the interest expense on any indebtedness incurred or
continued to purchase or to carry such medium-term notes. A United States Holder may elect to include
market discount in income currently as it accrues, in which case the interest deferral rule set forth in the
preceding sentence will not apply. Such an election will apply to all debt instruments acquired by the
United States Holder on or after the first day of the first taxable year to which such election applies and
Is irrevocable without the consent of the IRS. A United States Holder’s tax basis in a medium-term rote
will be increased by the amount of market discount included in such holder’s income under such an
election,
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In licu of the foregoing rules, different rules apply in the case of Contingent Notes where a holder’
tax basis in a Contingent Note is less than the Contingent Note’s adjusted issue price (determined under
special rules set out in the Contingent Debt Regulations). Accordingly, prospective purchasers of
Contingent Notes should consult with their tax advisors with respect fo the application of such rules to
such medium-term notes.

Premium and Acquisition Premium

If a United States Holder purchases a medium-term note for an amount in excess of the sum of all
amounts payable on the medium-term note after the date of acquisition (other than payments of qualified
stated interest), such holder will be considered to have purchased such note with “amortizable bond
premium” equal in amount to such excess, and generally will not be required to include any OID in
income. Generally, a United States Holder may elect to amortize such premium as an offset to qualified
stated interest income, using a constant yield method similar to that described above (see “Original Issue
Discount”}, over the remaining term of the medium-term note {where such note is not redeemable prior
to its maturity date). In the case of medium-term notes that may be redeemed prior to maturity, the
premium is calculated assuming that we or the United States Holder will exercise or not exercise its
redemption rights in a manner that maximirzes the United States Holder’s yield. A United States Holder
wha elects to amortize bond premium must reduce such holder’s tax basis in the medium-term note by the
amount of the premium used to offset qualified stated interest income as set forth above. An election to
amortize bond premium applies to all taxable debt obligations then owned and thereafter acquired by
such holder and may he revoked only with the consent of the IRS.

If a United States Holder purchases a medium-term note issued with OID at an “acquisition
premium,” the amount of OID that the United States Holder includes in gross income is reduced to reflect
the acquisition premium. A medium-term nole is purchased at an acquisition premium if its adjusted
basis, immediately after its purchase, is (a) fess than or equal to the sum of all amounts payable on the
mediom-term note after the purchase date other than payments of qualified stated interest and (b) greater
than the medium-lerm note’s “adjusted issue price” (as described above under “Original Issue
Discount—Fived Rate Notes™).

If 2 medium-term note is purchased at an acquisition premium, the United States Holder reduces the
amount of OID otherwise includible in income during an accrual period by an amount equa) to (i) the
amount of OID otherwise includible in income multiplied by (ii) a fraction, the numerator of which is the
excess of the adjusted basis of the medium-term note immediately after its acquisition by the purchaser
over the adjusted issue price of the medium-term note and the denominator of which is the excess of the
sum of all amounts payable on the medium-term note after the purchase date, other than payments of
qualified stated interest, over the medium-term note’s adjusted issue price.

As an alternative to reducing the amount of OID otherwise includible in income by this fraction, the
United Statcs Holder may eiect to compute OID accruals by treating the purchase as a purchase at
original issuance and applying the constant vield method described above.

In lieu of the foregoing rules, different rules apply in the case of Contingent Notes where a holder’s
tax basis in a Contingent Note is greater than the Contingent Note's adjusted issue price (determined
under special rules set out in the Contingent Debt Regulations). Accordingly, prospective purchasers of
Contingent Notes should consult with their tax advisors with respect fo the application of such rules to
such medium-term notes.

Short-Term Notes

In the case of a Short-Term Note, no interest is treated as qualified stated interest. United States
Holders that report income for federai income tax purposes on an accrual method and certain other
United States Holders, including banks and dealers in securities, are required to include OID in income
on such Short-Term Note on a straight-line basis, unless an election is made to accrue the OID according
to a constant yield method based on daily compounding.
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Any other United States Holder of a Short-Term Note is not required to accrue OID for federal
income tax purposes, unless it elects to do so, with the consequence that the reporting of such income is
deferred until it is received. In the case of a United States Holder that is not required, and does not elect,
to include OID in income currently, any gain realized on the sale, exchange or retirement of a Short-Term
Note is ordinary income to the extent of the OID accrued on a straight-line basis (or, if elected, according
to a constant yield method based on daily compounding) through the date of sale, exchange or retirement.
In addition, United States Holders that are not required, and do not elect, to include OID in income
currently are required to defer deductions for any interest paid on indebiedness incurred ar continued to
purchase or carry a Short-Term Note in an amount not exceeding the deferred interest income with
respect to such Short-Term Note {which includes both the accrued OID and accrued interest that are
payable but that have not been included in gross income), until such deferred interest income is realized.
A United States Holder of a Short-Term Note may elect to apply the foregoing rules (except for the rule
characterizing gain on sale. exchange or retirement as ordinary) with respect to “acquisition discount”
rather than OID. Acquisition discount is the excess of the stated redemption price at maturity of the
Short-Term Note aver the United States Holder’s basis in the Short-Term Note. This election applies to
all obligations acquired by the taxpayer on or after the first day of the first taxable year to which such
election applies, unless revoked with the consent of the IRS. A United States Holder's tax basis in a
Short-Term Note is increased by the amount included in such holder’ income on such a note.

Election to Treat ANl Interest as QJD

United States Holders may elect to include in gross income all interest that accrues on a
medium-term note, including any stated interest, acquisition discount, OID, market discount, de minimis
OID, de minimis market discount and unstated interest (as adjusted by amortizable bond premium and
acquisition premium), by using the constant yield method described above under “Original Issue
Discount.” Such an eclection for a medinm-term note with amortizable bond premium will result in a
deemed election to amortize bond premium for all debt instruments owned and later acquired by the
United States Holder with amortizable bond premium and may be revoked only with the permission of
the IRS. Similarly, such an election for a medium-term note with market discount will result in a deemed
election to accrue market discount in income currently for such note and for all other debt instruments
acquired by the United States Holder with market discount on or after the first day of the taxable year
to which such election first applies, and may be revoked only with the permission of the IRS. A United
States Holder’s tax basis in a medium-term note will be increased by each accrual of the amounts treated
as OID under the constant vield election described in this paragraph.

Extendible Notes, Renewable Notes and Reset Notes

If so specified in an applicable pricing supplement relating to a medium-term note, we or a holder
may have the option to extend the maturity of or renew such note. Sce “Description of Medium-Term
Notes—Extension of Maturity” and “Description of Medium-Term Notes—Renewable Notes” described
above. In addition, we may have the option to reset the interest rate, the spread or the spread multiplier
with respect to a medium-term note. See “Description of Medium-Term Notes—Reset Notes,” above. The
treatment of a United States Holder of medium-term notes to which such options apply will depend, in
part, on the terms we establish for such medium-term notes pursuant to the exercise of such option by us
or a holder. Upon the exercise of any such option, the United States Holder of such medium-term notes
may be treated for federal income tax purposes as having exchanged such medium-term notes (the “Old
Notes”) for new medium-term notes with revised terms (the “New Notes™). If such holder is treated as
having exchanged Old Notes for New Notes, such exchange may be treated as either a taxable exchange
or a tax-Iree recapitalization.

Treasury Regulations promulgated under Section 1001 of the Code (the “Section 1001 Regulations™},
generally provide that the exercise of an option provided to an issuer or a holder to change a term of a
debt instrument (such as the maturity or the interest rate) in a manner such as that contemplated for
extendible notes, renewable notes and reset notes will create a deemed exchange of Old Notes for New
Notes if such exercise modifies such terms to a degree that is “economically significant.” With respect to
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certain types of debt instruments, under the Section 1001 Regulations a deemed exchange for tax
purposes occurs if the exercise of such an option alters the annual yield of the debt instrument by more
than the greater of (i) 25 basis points or (ii) 5 percent of the annual yield of the debt instrument prior to
maodification. The exercise of an option that changes the timing of payments under a debt instrument
creates a deemed exchange under the Section 1001 Regulations (whether or not the annual yield is
altered) if there is a “material deferral” of scheduled payments. In this connection, the Section 1001
Regulations generally provide that a deferral of scheduled payments within a safe-harbor period which
begins on the original due date for the first deferred payment and extends for a period not longer than
the lesser of five years or 50 percent of the original term of the debt instrument will not be considered to
be a material deferral. In addition, a change of terms pursuant to a unilateral option of an issuer is
generally not treated as a “modification™.

If the exercise of the option by us or a holder is not treated as an exchange of Old Notes for New
Notes, no gain or loss will be recognized by a United States Holder as a result thereof. If the exercise of
the option is treated as a taxable exchange of Old Notes for New Notes, a United States Holder will
recognize gain or loss equal to the difference between the issue price of the New Noles and such holder's
tax basis in the Old Notes, However, if the exercise of the option is treated as a tax-free recapitalization,
no loss will be recognized by a United States Holder as a result thereof and gain. if any, will be recognized
to the extent of the fair market value of the excess, if any, of the principal amount of securities received
over the principal amount of securities surrendered. In this regard, the meaning of the term “principal
amount™ 15 not clear. Such term could be interpreted to mean “issue price” with respect to securities that
are received and “adjusted issue price” with respect to securities that are surrendered.

The presence of such options may also affect the calculation of interest income and OID, among
other things. For purposes of determining the yield and maturity of a meditm-term note, if we have an
unconditional option or combination of optiens to require payments to be made on the medium-term note
under an alternative payment schedule or schedules {(e.g, an option 1o extend or an option to call the
medium-term note at a fixed premium}), we will be decmed to exercise or not exercise an option or
combination of options in a manner that minimizes the yield on the medium-term note. Conversely, a
holder having such option or combination of such options will be deemed to exercise or not exercise such
option or combination of options in a manner that maximizes the vicld on such note. If both we and the
holder have options, the foregoing rules are applied to the options in the order that they may be exercised.
Thus, the deemed exercise of one option may eliminate ather options that are later in time. If the exercise
of such option or options actually occurs or does not occur, contrary to what is deemed to occur pursuant
to the foregoing rules. then, solely for purposes of the accrual of OID, the vield and maturity of the
medium-term note are redetermined by treating the medium-term note as reissued on the date of the
occurrence or non-oceurrence of the exercise for an amount equal to its adjusted issue price on that date,
Depending on the terms of the options described above, the presence of such options may instead cause
the medium-term notes to be taxable as Contingent Notes. See “Original Issue Discount—Floating Rates
that are not VRDIs.”

The foregoing discussion of Extendible Notes, Renewable Notes and Reset Notes is provided for
general information only. Additional tax considerations may arise from the ownership of such medium-
term notes in light of the particular features or combination of features of such medium-term notes and,
accordingly, persons considering the purchase of such medium-term notes are advised and expected to
consult with their own legal and tax advisors regarding the tax consequences of the ownership of such
medium-term notes.

Sale or Exchange of Notes

A United States Holder generally will recognize gain or loss upon the sale or exchange of a
medium-term note equal to the difference between the amount realized upon such sale or exchange and
the United States Holder’s adjusted basis in the medium-term note. Such adjusted basis in the
medium-term note generally will equal the cost of the medium-term note, increased by QID, acquisition
discount or market discount previously included in respect thereof, and reduced (but not below zero) by
any payments on the medium-term note other than payments of qualified stated interest and by any
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premium that the United States Holder has taken into account. To the extent attributable to accrued but
unpaid qualified staled interest, the ammount realized by the United States Holder will be treated as a
payment of interest. Generally, any gain or loss will be capital gain or loss if the medium-term note was
held as a capital assct, except as provided under “Market Discount,” “Short-Term Note” and “Original
ssue Discount—Floating Rate Notes that are not VRDIs,” above. Special rules apply in determining the
tax basis of a Contingent Note and the amount realized on the retirement of a Contingent Note. For
non-corporate taxpayers, capital gain realized on the disposition of an asset (including a medium-term
note) held for more than one vear is taxed at a maximum rate of 20%. Capital gain on the disposition of
an asset (including a medium-term note) held for not more than one vear is taxed at the rates applicable
to ordinary income. The distinction between capital gain or loss and ordinary income or loss is relevant
for purposes of, among other things. limitations on the deductibility of capital losses.

NON-UNITED STATES HOLDERS

Payment of Interest

Generally, interest income (including OID) of a Non-United States Holder that is not effectively
connected with a United States trade or business will be subject to a withholding tax at a 30% rate (or,
if applicable, a lower treaty rate). However, interest paid on a medium-lerm note by us or our paying
agent to a Non-United States Holder will qualify for the “portfolio interest exemption™ and therefore will
not be subject to United States federal income tax or withholding tax. provided that such interest income
is not effectively connected with a United States trade or business of the Non-United States Holder and
the Non-United States Holder (i) does not actually or constructively own 10% or more of the total
combined voting power of all classes of our stock entitled to vote, (ii) is not for federal income tax
purposes a controlled {oreign corporation related, directly or indirectly, to us through stock ownership,
(111} is not a bank which acquired the medium-term notes in consideration for an extension of credit made
pursuant to a loan agreement entered into in the ordinary course of business, and (iv) either (A) provides
to us or our paving agent an IRS Form W-8BEN (or a suitable substitute form) signed under penalties of
perjury that certifies as 1o its status as a Non-United States Holder and provides its name and address, or
(B) is a securities clearing organization, bank or other financial institution that holds customers’ securities
in the ordinary course of its trade or business and provides a staternent to us or our paying agent under
penalties of perjury in which it certifies that an TRS Form W-8BEN (or a suitable substitute form) has
been reccived by it from the Non-United States Holder or qualifying intermediary and furnishes us or our
paying agent with a copy thereof.

Except to the extent that an applicable treaty otherwise provides, a Non-United States Holder
generally will be taxed in the same manner as a United States Holder with respect to interest if the interest
income is effectively connected with a United States trade or business of the Non-United States Holder.
Effectively connected interest received by a corporate Non-United States Holder may also, under certain
circumstances, be subject to an additional “branch profits tax™ at a 30% rate (or, if applicable, a lower
treaty rate). Even though such effectively connected interest is subject to income tax, and may be subject
to the branch profits tax, it is not subject to withholding tax if the holder delivers a properly executed IRS
Form W-8ECI to us or our paying agent.

Sale or Exchange of Nofes

A Non-United States Holder of a medium-term note generally will not be subject to United States
federal income tax or withholding tax on any gain realized on the sale or exchange of the note unless
{1} the gain is effectively connected with a United States trade or business of the Non-United States
Holder or (ii) in the case of a Non-United States Holder who is an individual, such holder is present in
the United States for a period or periods aggregating 183 days or more during the taxable year of the
disposition and certain other conditions are met.
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BACKUP WITHHOLDING AND INFORMATION REPORTING

United States Holders

Under section 3406 of the Code and applicable Treasury regulations, a United States Holder of a
medium-term note may be subject to backup withholding at the rate of up to 31% with respect o
“reportable payments” unless the holder (1) is a corporation or comes within other exempt categories
and, when required, demonstrates this fact, or (2) provides a taxpayer identification number, certifies as
to ne loss of exemption from backup withholding, and otherwise complies with applicable requirements
of the backup withholding rules. “Reportable payments” include (i) interest payments (including OID),
(ii) under some circumstances, principal payments on the medium-term notes, and (iii) certain proceeds
of a taxable sale or exchange of the medium-term notes. The payor will be required to deduct and
withhold the prescribed amounts if (i) the payee fails to furnish a taxpayer identification number (TIN)
to the payor in the manner required by the Code and applicable Treasury regulations, (ii) the IRS notifies
the payor that the TIN furnished by the payee is incorrect, (iii) there has been a “notified payee
underreporting”™ described in section 3406(c) of the Code, or (iv) there has been a failure of the payee to
certify under penalty of perjury that the payee is not subject to withholding under section 3406(a){(1)(C)
of the Code. In such event, the payor will be required to withhold an amount of up to 31% from any
interest payment made with respect to the United States Holder’s medium-term notes, any payment to the
United States Holder of proceeds of a taxable sale or exchange of the medium-term notes, or any other
“reportable payments.” Amounts paid as backup withholding do not constitute an additional tax and will
be credited against the United States Holders United States federal income tax liabilities, so long as the
required information is provided timely to the IRS. The payor will report to United States Holders of the
medium-term notes and to the IRS the amount of any “reportable payments” for each calendar year and
the amount of tax withheld, if any, with respect to payment on the medium-term notes. A United States
Holder of medium-term notes who does not provide the payor with his or her correct taxpayer
identification number may be subjecl to penalties imposed by the IRS.

Non-United States Holders

No backup withhalding or information reporting will generally be required with respect to interest
on medium-term notes paid to Non-United States Holders if the beneficial owner of the medium-term
note provides a statement described above in “Non-United States Holders—Payment of [nterest” or the
holder is an exempt recipient and. in each case, the payor does not have actual knowledge or reason to
know that the beneficial owner is a U.S. person,

Information reporting requirements and backup withholding tax will not apply to any payment of the
proceeds of the sale of a medium-term note effected outside of the United States by a foreign office of
a “broker” (as defined in applicable Treasury Regulations), but information repoerting will apply if such
broker (i) is a United States person, (ii) is a foreign person that derives 50% or more of its gross income
for certain periods from the conduct of a trade or business in the United States, (iii) is a controlled foreign
corporation for United States federal income tax purposes or (iv) is a foreign partnership that, at any time
during tts taxable year. has more than 50% of its income or capital interests owned by United States
persons or is engaged in the conduct of a United States trade or business. Payment of the proceeds of any
such sale effected outside the United States by a foreign office of any broker that is described in (i), (1),
(iii) or (iv) of the preceding sentence will not be subject to information reporting requirements if such
broker has documentary evidence in its records that the beneficial owner is a Non-United States Holder
and certain other conditions are met, or the beneficial owner otherwise establishes an exemption.
Payment of the proceeds of any such sale to or through the United States office of a broker is subject to
information reporting and backup withholding requirements, unless the beneficial owner of the
medium-term note provides the statement described above in *Non-United States Holders—Payment of
Interest” or otherwise establishes an exemption.

Non-United States Holders of medium-term naotes should consult their tax advisors regarding the
application of information reporting and backup withholding in their particular situations, the availability
of an exemption therefrom, and the procedure for obtaining such an exemption, if available. Any amounts
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withheld from payment to a Non-United States Holder under the backup withholding rules will be
allowed as a refund or a credit against such holder’s United States federal income tax liability, provided
that the required information is furnished timely to the IRS.

The foregoing discussion is included for general information only. Accordingly, each prospective
purchaser is urged to consult with his or her tax advisor with respect to the United States federal income
tax consequences of the ownership and disposition of the medium-term notes, including the application
and effect of the laws of any state, local, foreign, or other jurisdiction.

PLAN OF DISTRIBUTION

General Information

Unless otherwise specified in the applicable pricing supplement, we will sell medium-term notes at
100% of their principal amount.

We may sell the medium-term notes in and/or outside of the United States using one or more of the
following distribution methods:

* sales of medium-term notes directly to investors on our own behalf;

¢ sales of medium-term notes to one or more underwriters for their own account that will resell the
medium-term notes at a fixed public offcring price or at varying prices determined at the time of
the sale; or

e sales of medium-lerm notes through one or more agents that will sell the medium-term notes on
our behalf.

The names of, and the compensation paid to, any underwriters or agents will be specified in the
applicable pricing supplement. After any initial offering of medium-term notes by underwriters, the
offering price (in the case of medium-term notes resold at a fixed offering price}, any concession and the
discount may be changed.

We reserve the right to withdraw, cancel or modify any offer to sell medium-term notes at any time
without notice.

The underwriters, if any, may engage in over-allotment, stabilizing transactions, syndicate covering
transactions and penalty bids in accordance with Regulation M under the Exchange Act. Over-allotment
involves syndicate sales in excess of the offering size, which creates a syndicate short position. Stabilizing
transactions permit bids to purchase the underlying security so long as the stabilizing bids do not exceed
a specified maximum. Syndicate covering transactions involve purchases of the medium-term notes in the
open market after the distribution has been completed in order to cover syndicate short positions. Penalty
bids permit the distributors of the medium-term notes to reclaim a selling concession from a syndicate
member when the medium-term notes originally sold by the syndicate member are purchased in a
svndicate covering transaction to cover syndicate short positions. Stabilizing transactions, syndicate
covering transactions and penalty bids may cause the price of the medium-term notes to be higher than
it would otherwise be in the absence of such transactions. These transactions, if commenced, may be
discontinued at any time.

Distribution Agreement

We will enter into a distribution agreement with Lehman Brothers Inc., Banc One Capital Markets,
Inc., ABN AMRO Incorporated, BNP Paribas Securities Corp., BNY Capital Markets, Inc., Com-
merzbank Capital Markets Corp., Credit Suisse First Boston Corporation and U.S. Bancorp Piper Jatfrey
Inc., as Agents. We can also add additional persons as Agents under the distribution agreement. The
Agents will agree in the distribution agreement to act as our agents with respect to the sale of the
medium-term notes and to use their reasonable best efforts to solicit offers to purchase medium-term
notes. We will pay a commission in an amount to be agreed upon by us and the Agents for each
medium-term note sold through an Agent. We will have the sole right to accept offers to purchase

5-26




medium-term notes and may reject any offer in whole or in part. Each Agent will have the right, in its
discretion reasonably exercised, to reject in whole or in part any offer to purchase medium-term notes
received by the Agent. The Agents for any issuance of medium-term notes will be specified in the
applicable pricing supplement.

We may also sell medium-term notes to one or more Agents, acting as principal, at a discount to be
agreed upon at the time of sale, for resale to one or more investors or to one or more broker-dealers acting
as principal for purposes of the resaie. The medium-term notes may be resold by the applicable Agents
either (1) at varying prices related to prevailing market prices at the time of resale, as determined by the
applicable Agents. or (2) if so agreed, at a fixed offering price. Unless otherwise specified in the applicable
pricing supplement, if any medium-term note is resold by an Agent to any broker-dealer at a discount, the
discount will not be in excess of the discount or commission received by the Agent from us. In addition,
unless otherwise specified in the applicable pricing supplement, any medium-term note purchased by an
Agent as principal will be purchased at 100% of the principal amount less a percentage equal to the
commission which would be applicable to any agency sale of a medium-term note having an identical
stated maturity.

The Agents may be deemed to be “underwriters” within the meaning of the Securities Act. We will
agree to indemnify the Agents against habilities specificd in the distribution agreement, including
liabilities under the Securities Act, or to contribute to payments the Agents may be required to make in
respect of these liabilities. We will also agree in the distribution agreement to reimburse the Agents for
their expenses, including the fees and expenses of counsel to the Agents.

We have been advised by the Agents that they may from time to time purchase and sell the
medium-term notes in the secondary market. However, they are not obligated to do so. We cannot assure
vou that there will be a secondary market for the medium-term notes or that there will be liquidity in the
secondary market if one does develop. At this time we do not plan to list the medium-term notes on any
securities exchange.

The Agents and their affiliates may engage in transactions with, and perform other services for, us in
the ordinary course of business. The Bank of New York, which serves as the trustee under the indenture,
is an affiliate of BNY Capital Markets, Inc., which is one of the Agents.

The distribution agreement will not in any way prohibit us from selling the medium-term notes
directly to investors on our own behalf, through agents other than the Agents or to underwriters other
than the Agents.

LEGAL MATTERS

The legality of the medium-term notes will be passed upon for us by Paul J. Leighton, our Vice
President and Assistant General Counsel, and by Latham & Watkins LLP, and for the Agents by
Chadbourne & Parke LLP Latham & Watkins LLP and Chadbourne & Parke LLF may rely on the
opinion of Mr. Leighton as to matters of Towa law. Latham & Watkins LLP and Chadbourne & Parke LLP
regularly serve as special counsel to us and to our affiliates on various matters, Mr. Leighton is an officer
and full-time employee of ours.
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Pricing Supplement No. 1 dated January 9, 2003
This pricing supplement accompanies and supplements the prospectus
dated December 30, 2002 and the prospectus supplement dated January 9, 2003.

MidAmerican Energy Company
Medium-Term Notes
Due from Nine Months to 30 Years from Date of Issue

Principal Amount: $275,000,000

Issue Price: [ 100% Other: 99.783%

Authorized Denominations: $1,000 and integral multiples of $1,000 [] Other:
Original Issue Date: January 14, 2003

Stated Maturity: January 15, 2013

Extension of Stated Maturity: MidAmerican Energy does not have the option to extend the stated maturity.
[] MidAmerican Energy does have the option to extend the stated maturity.
Extension Period(s): _ period(s) of {one] [two] fthree] [four] [five] year(s)
Final Maturity Date:

Form: The notes are book-entry notes.
['] The notes are certificated notes.

Fixed Rate Notes
Interest Rate: 5.125%
Interest Payment Dates: January 15 and July 15, commencing July 15, 2003
(1 Other:
Interest Rate Reset: MidAmerican Energy does nat have the option to reset the interest rate,
(] MidAmerican Energy does have the option to reset the interest rate.

Reset Date(s):

Reset Formula:
Record Dates: []January 1 and July 1 [X! Other: December 31 and June 30, commencing June 30, 2003

[l Floating Rate Notes
Initial Interest Rate: %
Interest Rate Basis:
[.] Commercial Paper Rate
[] LIBOR
Designated LIBOR Page: [] LIBOR Reuters, page [J LIBOR Telerate, page
(] Prime Rate
[ Treasury Rate
L] Other:
Interest Reset Period:[1 Daily [ Weekly [ Monthly [ Quarterly
[] Semiannual beginning in and
L] Annual beginning in

Interest Reset Dates: [ As specitied in the prospectus [ Other:
Interest Payment Period: (0 Monthly [J Quarterly [ Semiannual ] Annual
Interest Payment Dates:
[ Third Wednesday of each month
] Third Wednesday of each March, June, September and December
[] Third Wednesday of cach and [J Third Wednesday of each
L] Other:
Interest Determination Date: [ As specified in the prospectus [] Other:
Calculation Date: [] As specified in the prospectus L1 Other:
Index Maturity:
Spread: [JNone [ basis points
Spread Reset: (] MidAmerican Energy does not have the option to reset the spread.
(] MidAmerican Energy does have the option to reset the spread.
Reset Date(s):
Reset Formula:




Spread Multiplier: O vene O %
Spread Multiplier Reset: [] MidAmerican Energy does not have the option to reset the spread multiplier.
[] MidAmerican Energy does have the option to reset the spread multiplier.
Reset Date(s):

Reset Formula:
Maximum Interest Rate: [ ] None [ %

Minimum Interest Rate: [None [J %
Calculation Agent: [ The Bank of New York [ Other:

L1 Original Issue Discount Notes
Yield-to-Maturity:

[J Amortizing Notes. An amortization schedule is attached to this pricing supplement and is incorporated in
this pricing supplement by reference.

Redemption: O The notes may not be redeemed prior to maturity at the option of MidAmerican Energy.
The notes may be redeemed prior to maturity at the option of MidAmerican Energy. The
redemption provisions are attached to this pricing supplement as annex 1.

Repayment: The notes may not be repaid prior to maturity at the option of the holders.
[] The notes may be repaid prior to maturity at the aoption of the holders.
Repayment Date(s): |J_2| At any time (] On the following dates:
Repayment Price:

Sinking Fund: The notes do not have the benefit of sinking fund provisions.
L] The notes do have the benefit of sinking fund provisions. A schedule of mandatory sinking
fund pavments is attached to this pricing supplement and is incorporated in this pricing
supplement by reference.

Renewal: The notes are not renewable at the option of the holders.
[ The notes are renewable at the option of the holders.

Annex(es) Attached: The following annex(es) is{are) attached to this pricing supplement and is(are)
incorporated in this pricing supplement by reference: annex 1 (redemption provisions)
and annex 2 (additional covenant).

Agent(s): Lehman Brothers Inc.
Banc One Capital Markets, Inc.
X ABN AMRO Incorporated
[Xi BNP Paribas Securities Corp.
BNY Capital Markets, Inc.
Commerzbank Capital Markets Corp.
Credit Suisse First Boston Corporation
U.S. Bancorp Piper Jaffrey Inc.
U Other:

Capacity of Agent{(s): [ Agent(s) Other Underwriter{s) [] Dealer(s)

Discount or Commission:
Discount: 0.650%
O Commission:

Principal amount of notes to be severally purchased by each Agent:

Agent Amount

Lehman Brothers Inc. $110,060,000
Banc One Capital Markets, Inc. 110,000,000
Credit Suisse First Boston Corporation 27,500,000
ABN AMRO Incorporated 5,500,000
BNP Paribas Securities Corp. 5,500,000
BNY Capital Markets, Inc. 5,500.000
Commerzbank Capital Markets Corp. 5,500,000
U.S. Bancorp Piper Jaffrey Inc. 5,500,000

Total Principal Amount of Notes $275,000,000




Annex 1

REDEMPTION PROVISIONS

The notes will be redeemable as a whole at any time or in part, from time to time, at the option
of MidAmerican Energy Company, at a redemption price equal to the sum of (a) the greater of (i)
100% of the principal amount of the notes being redeemed and (ii} the sum of the present values of
the remaining scheduled payments of principal and interest thereon from the redemption date to the
maturity date, computed by discounting such payments, in each case, to the redemption date on a
semi-annual basis (assuming a 360-day year consisting of twelve 30-day months) al the Treasury Rate
plus 23 basis points, plus (b) accrued interest on the principal amount thereot to the date of
redemption.

“Treasury Rate” means, with respect 1o any redemption date, the rate per annum equal to the
semi-annual equivalent yield to maturity of the Comparable Treasury Issue, assuming a price for the
Comparable Treasury [ssue (expressed as a percentage of its principal amount} equal to the
Comparable Treasury Price for such redemption date.

“Comparable Treasury Issue” means the United States Treasury security selected by an
Independent Investment Banker as having a maturity comparable to the remaining term of the notes
to be redeemed thar would be nfilized. at the time of selection and in accordance with customary
financial practice, in pricing new issues of corporate debt securities of comparable maturity to the
remaining term of such notes. “Independent Investment Banker” mcans one of the Reference
Treasury Dealers appointed by the trustee alter consultation with MidAmerican Energy Company.

“Comparable Treasury Price™ means, with respect to any redemption date, (i) the average of the
bid and asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its
principal amount) on the third Business Day preceding such redemption date, as set forth in the daily
statistical release (or any successor release) published by the Federal Reserve Bank of New York and
designated “Composite 3:30 p.m. Quotations for U.S. Government Securities”, or (ii) if such release
(or any successor retease) is not published or does not contain such prices on such Business Day, the
average of the Reference Treasury Dealer Quotations actually obtained by the trustee for such
redemption date. “Reference Treasury Dealer Quotations™ means, with respect to each Reference
Treasury Dealer and any redemption date, the average, as determined by the trustee, of the bid and
asked prices for the Comparable Treasury Issue (expressed in each case as a percentage of its
principal amount) quoted in wriling to the trustee by such Reference Treasury Dealer at 5:00 p.m. on
the third Business Day preceding such redemption date.

“Reference Treasury Dealer” means each of ABN AMRO Bank, N.V,, New York Branch, Banc
One Capital Markets, Inc., BNP Paribas Securities Corp., BNY Capital Markets, Inc., Commerzbank
Capital Markets Corp., Credit Suisse First Boston Corporation and Lehman Brothers Inc. and their
respective successors; provided, however, that if any of the foregoing shall cease to be a primary U.S.
Government securities dealer in New York City (a “Primary Treasury Dealer”), MidAmerican Energy
Company shall substitute therefor another Primary Treasury Dealer.

Natice of any redemption will be mailed at least 30 days but no more than 60 days before the
redemption date to each holder of the notes {0 be redeemed. If, at the time notice of redemption is
given, the redemption moneys are not held by the trustee, the redemption may be made subject to
their receipt on or before the date fixed for redemption and such notice shall be of no effect unless
such moneys are so received.

Upon payment of the redemption price, on and after the redemption date interest will cease to
accrue on notes or portions thereof called for redemption.

Capitalized terms used but not defined in this annex have the meanings given to such terms in the
prospectus.




Annex 2

ADDITIONAL COVENANT
The following additional covenant will apply to the notes:

MidAmerican Energy Company (the “Company”) will not at any time directly or indirectly create
or assume and will not cause or permit a Subsidiary directly or indirectly to create or assume, except
in favor of the Company or a Wholly-Owned Subsidiary, any mortgage, pledge or other lien or
encumbrance upen any Principal Facility or any interest it may have therein or upon any stock of any
Regulated Subsidiary or any indebtedness of any Subsidiary to the Company or any other Subsidiary,
whether now owned or hereafler acquired, without making etfective provision (and the Company
covenants that in such case it will make or cause to be made, effective provision) whereby the
outstanding Securities and any other indebtedness of the Company then entitled thereto shall be
secured by such mortgage, pledge, lien or encumbrance equally and ratably with any and all other
obligations and indebtedness thereby secured, so long as any such other obligations and indebtedness
shall be so secured {provided, that for the purpose of providing such equal and ratable security, the
principal amount of outstanding Original Issue Discount Securities shall be the amount of the
principal thereof that would be due and payable as of the date of such determination upon a
declaration of acceleration of the Maturity thereof pursuant to the Indenture); provided, however. that
the foregoing covenant shall not be applicable to (1) the lien of the lowa-1llinois Indenture, {2} the
lien of the Midwest Power Indenture, (3) Permitted Encumbrances or (4) any transfer, lease, use or
other encumbrance of or on the Company’s or any of its Subsidiary’s transmission assets (a)
substantially in accordance with the filings made with the Federal Energy Regulatory Commission on
September 28, 2001 and given docket numbers EC01-156-000 and ER01-3154-000 and/or (b) as
otherwise required by applicable state or federal order, regulation, rule or statute.

For purposes of the foregoing covenant, the following terms have the following meanings:

“Affitiate” of any specified person means any other person directly or indirectly controlling or
controlied by or under direct or indirect common control with such specified person. For the purposes
of this definition. “control,” when used with respect to any specified person, means the power to direct
the management and policies of such person, directly or indirectly. whether through the ownership of
voting securities, by contract or otherwise; and the terms “controlling” and “controlled” have
meanings correlative to the foregoing.

“Common Shareholders’ Equity” means, at any time, the total shareholders’ equity of the
Company and its consolidated subsidiaries, determined on a consolidated basis in accordance with
generally accepted accounting principles, as of the end of the most recently completed fiscal quarter of
the Company for which financial information is then availabie.

“Iowa-Ilinois Indenture” means the Indenture of Mortgage and Deed of Trust, dated as of
March 1. 1947, from Iowa-Illinois Gas and Electric Company to Harris Trust and Savings Bank and
Lynn Lloyd (C. Potter, successor individual trustee), as trustees, and indentures supplemental theretfo.

“Indenture™ means the Indenture dated as of February 8, 2002 between the Company and The
Bank of New York, as trustee, with respect to the notes and the other senior debt securities of the
Company, and indentures supplemental thereto.

“Maturity” when used with respect to any Security, means the date on which the principal of such
Security or an installment of principal becomes due and payable as therein or herein provided.
whether at the Stated Maturity or by declaration of acceleration, call for redemption or by repayment
or otherwise.

“Midwest Power Indenture” means the General Mortgage Indenture and Deed of Trust, dated as
of January 1. 1993, between Midwest Power Systems Inc. and Morgan Guaranty Trust Company of
New York, trustee (Harris Trust and Savings Bank, successor trustee), and indentures supplemental
thereto.




“Original Issue Discount Security” means any Security which provides for an amount less than
the principal amount thereof to be due and payable upon a declaration of acceleration of the Maturity
thereof pursuant to the Indenture.

“Permitted Encumbrances” means:

(a) (i) any mortgage, pledge or other lien or encumbrance on any property hereafter
acquired or constructed by the Company or a Subsidiary, or on which property so constructed is
located, and created prior to, contemporaneously with or within 360 days after, such acquisition
or construction or the commencement of commercial operation of such property to secure or
provide for the payment of any part of the purchase or construction price of such property, or (ii)
any property subject to any mortgage, pledge, or other lien or encumbrance upon such property
existing at the time of acquisition thereof by the Company or any Subsidiary, whether or not
assumed by the Company or such Subsidiary, or (iii) any mortlgage, pledge or other lien or
encumbrance existing on the property, shares of stock, membership interests or indebtedness of a
corporation or limited labilily company at the time such corporation or limited liability company
shall become a Subsidiary or any pledge of the shares of stock or membership interests of such
corporation or limited liabilily company prior to, contemporaneously with or within 360 days after
such corporation or limited liability company shall become a Subsidiary to secure or provide for
the payment of any part of the purchase price of such stock or membership interests, or (iv) any
conditional sales agreement or other title retention agreement with respect to any property
hereafter acquired or constructed; provided that, in the case of clauses (i) through (iv), the lien of
any such mortgage, pledge or other lien does not spread to property owned prior to such
acquisition or construction or to other property thereafter acquired or constructed other than
additions to such acquired or constructed property and other than property on which property so
constructed 15 localed; and provided, further, that if a firm commitment from a bank, insurance
company or other lender or investor (not including the Company, a Subsidiary or an Affiliate of
the Company) for the financing of the acquisition or construction of property is made prior to
contemporaneousty with or within the 360-day period hereinabove referred to, the applicable
mortgage, pledge, lien or encumbrance shall be deemed to be permitted by this clause (a)
whether or not created or assumed within such period;

(b) any mortgage, pledge or other lien or encumbrance created for the sole purpose of
extending, renewing or refunding any mortgage, pledge, lien or encumbrance permitted by clause
{a) of this definition; provided, however, that the principal amount of indebtedness secured
thereby shall not exceed the principal amount of indebtedness so secured at the time of such
extension, renewal or refunding and that such extension, renewal or refunding mortgage. pledge,
lien or encumbrance shall be limited to all or any part of the same property that secured the
mortgage, pledge or other lien or encumbrance extended, renewed or refunded;

(c) liens for taxes or assessments or governmental charges or levies not then due and
delinquent or the validity of which is being contested in good faith, and against which an
adequate reserve has been established; liens on any property created in connection with pledges
or deposits to secure public or statutory obligations or to secure performance in connection with
bids or contracts; materialmen’s, mechanics’, carrier’s, workmen’s, repairmen’s or other like liens;
or liens on any property created in connection with deposits to obtain the release of such liens;
liens on any property created in connection with deposits to secure surety, stay, appeal or customs
bonds: liens created by or resulting from any litigation or legal proceeding which is currently
being contested in good faith by appropriate proceedings. leases and liens, rights of reverter and
other possessory rights of the lessor thereunder; zoning restrictions, easements, rights-of-way or
other restrictions on the use of real property or minor irregularities in the title thereto; and any
other liens and encumbrances similar to those described in this clause (c), the existence of which,
in the opinton of the board of directors of the Company, does not materially impair the use by
the Company or a Subsidiary of the affected property in the operation of the business of the
Company or a Subsidiary, or the value of such property for the purposes of such business;




(d) any mortgage, pledge or other lien or encumbrance created after January 14, 2003 on any
property leased to or purchased by the Company or a Subsidiary after that date and securing,
directly or indirectly, obligations issued by a State, a territory or a possession of the United
States, or any political subdivision of any of the foregoing, or the District of Columbia, to finance
the cost of acquisition or cost of construclion of such property; provided that the interest paid on
such obligations is entitled to be excluded from gross income of the recipient pursuant to Section
103(a)(1) of the Internal Revenue Code of 1986, as amended (or any successor to such provision),
as in effect at the time of the issuance of such obligations;

(e) any mortgage, pledge or other lien or encumbrance on any property now owned or
hereatter acquired or constructed by the Company or a Subsidiary, or on which property sa
owned, acquired or constructed is located, to sccure or provide for the payment of any part of the
construction price or cost of improvements of such property, and created prior to,
contemporaneously with or within 360 days after, such construction or improvement; provided
that if a firm commitment from a bank, msurance company or other lender or investor (not
including the Company. a Subsidiary or an Affiliate of the Company) for the financing of the
acquisition or construction of property is made prior to, contemporaneously with or within the
360-day period hercinabove referred ta, the applicable mortgage, pledge, lien or encumbrance
shall be deemed to be permitted by this clause (e) whether or not created or assumed within such
period; and

(f) any mortgage, pledge or other lien or encumbrance not otherwise described in clauses {a)
through (e}); provided that the aggregate amount of indebtcdness secured by all such mortgages,
pledges, liens or encumbrances does not exceed the greater of $100,0600,000 or 10% of Common
Shareholders™ Equity.

“Principal Facility” means the real property, ixtures, machinery and equipment relating to any
facility owned by the Company or any Subsidiary, except any facility that is not of material
importance to the business conducted by the Company and its Subsidiaries, taken as a whole.

“Regulated Subsidiary” means any Subsidiary which owns or operates facilities used for the
generation, transinissien or distribution of electric energy and is subject to the jurisdiction of any
governmental authority of the United States or any state or political subdivision thereof, as to any of
its: rates; services; accounts; issuances of securities; affiliate transactions; or construction, acquisition or
sale of any such facilities, except that any “exempt wholesale generator”, as defined in 15 USC
79z-5a(a)(1), “qualifving facility”, as defined in 18 CFR 29z,101(b)(1), “foreign utility company”, as
defined 1 15 USC 79z-5b{a}{3) and “power marketer”, as defined in NORTHWEST POWER
MARKETING COMPANY, L.L.C., 75 FERC PARA 61,281, shall not be a Regulated Subsidiary.

“Security” means any unsubordinated debenture, note or other evidence of indebtedness of the
Company authenticated and delivered under the Indenture.

“Stated Maturity” when used with respect to any Security or any installment of principal thereof
or interest thercon, means the date specified in such Security as the fixed date on which the principal
or such installment of principal of (and premium, if any) or interest on such Security is due and
payable.

“Subsidiary” means a corporation or limited liability company more than 50% of the outstanding
voting stock or voting membership interests of which Is or are owned. directly or indirectly, by the
Company or by one or more other Subsidiaries, or by the Company and one or more other
Subsidiaries. For the purposes of this definition, (1) “voling stock” means stock which ordinarily has
voting power for the election of directors, whether at all times or only so long as no senior class of
stock has such voting power by reason of any contingency, and (2} “voting membership interests”
means membership interests which ordinarily have voting power for the election of directors (or the
equivalent thereof), whether at all times or only so long as no senior class of membership interests
have such voting power by reason of any contingency.




“Wholly-Owned Subsidiary” means a Subsidiary of which all of the outstanding voting stock or
membership interests (other than directors’ qualifying shares) is or are at the time, directly or
indirectly, owned by the Company, or by one or more Wholly-Owned Subsidiaries of the Company or
by the Company and one or more Wholly-Owned Subsidiaries.




